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UNION BANK 
of SWITZERLAND 


UNION DE BAN@QUES SUISSES SCHWEIZERISCHE BANKGESELLSCHAFT 


For your Banking Business in Switzerland 


Head Office : 45 BAHNHOFSTRASSE, ZURICH 
OVER 30 BRANCHES THROUGHOUT THE COUNTRY 


CAPITAL AND RESERVES: SWISS FRANCS 162,000,000 















































HASTINGS and THANET 
BUILDING SOCIETY 








Increased 
Share Interest Rate 


ob 7 


Any amount from £1 to £5,000 may be invested. Income Tax is borne 
by the Society and the dividend compares with a gross yield of nearly 
5}°,, where the investor is liable to tax at the full standard rate. Regular 
savers earn 34% net—limit £10 a month. There is no depreciation of 
capital and excellent withdrawal facilities are available. 

Please call or write for full details and a copy of our booklet ‘‘ Profitable 
Investment.”’ 


Hastings and Thanet 








BUILDING SOCIETY 


Established over 100 years Assets £18,000,000 
Head Offices: 
29-31 HAVELOCK ROAD, HASTINGS 44 QUEEN STREET, RAMSGATE 


99 Baker Street, London, W.!. 41 Catherine Street, Salisbury. 3-4 Cecil Street, Margate. 4 St. George's 
Place, Canterbury. 41 Fishergate, Preston. 88 Mosley Street, Manchester, 2. 111 New Street, Birmingham, 2. 
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DESIGNERS, ENGRAVERS & PRINTERS 
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. BANK NOTES, POSTAGE STAMPS, 
: BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 
and 
Pa ALL DOCUMENTS OF SECURITY 
: a 
Be HEAD OFFICE & WORKS: LONDON OFFICE: 
ee NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 
a TELEPHONE: WIMbledon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 s 
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Established 


During the 75 years since its inception, The 
Fuji Bank, Ltd. has been a major factor in the 
economic growth of Japan. We are proud 
of our reputation, both as a bank for everyone 
as well as for our leadership in fostering 
international trade and commerce. On the 
occasion of our /5th anniversary, we look 
forward to a future of even greater under- 
standing and economic progress among nations. 


THE 


FUJI BANK, 


HEADJOFFICE: Chiyoda-ku, Tokyo, Japan 
OVERSEAS OFFICES: London, New York, Calcutta 
184 Branches Throughout Japan 
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CHARTERED SURVEYORS 





IMPORTANT SALE BY AUCTION 
at the London Auction Mart, E.C.4 
on Tuesday, 15th November, 1955 


(unless previously sold by Private Treaty) 
FOR OCCUPATION OR INVESTMENT 


in the Financial Centre of the 


CiTY OF LONDON 
TWO OFFICE BUILDINGS 


both with 
EARLY VACANT POSSESSION 


By Direction of The Charterhouse Finance Corpcration Ltd. 
who are shortly moving to 30 St. Swithin’s Lane 


14, 15 & 16 St. SWITHIN’S LANE, E.C.4_ 


FLOOR AREA about 6,250 sq. ft. 


Lease 36 years unexpired. Ground Rent £2,400 per annum | 
| 





Under the instructions of The Western Union Telegraph Co. | 


A VALUABLE FREEHOLD 


1i8 OLD BROAD STREET, E.C.2) 


FLOOR AREA about 3,050 sq. ft. | 


| 





ilustrated Particulars and Conditions of Sale may be 
obtained from the | 
AUCTIONEERS’ OFFICES 


53-54 SOUTH AUDLEY STREET | 16-17 KING STREET | 
Mayfair, W.1 | Cheapside, £.C.2 
Tel: MAYfair 4651 Tel: MONarch 1805 


JONES, LANG, WOOTTON & SONS | 




















The Bank of N. T. Butterfield 
and Son, Lid. 


BERMUDA 
Established 1858 


Complete Commercial Banking and Trustee 
Department services 
Correspondents of principal English and 
Scottish Banks 
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Head Office 


MARTINS BANK 


LIMITED 





DISTRICT OFFICES IN LONDON, 


LEEDS, LIVERPOOL, 


MANCHESTER, BIRMINGHAM, 
NEWCASTLE upon TYNE 


and 


Over 600 Branches throughout the Country 





AGENTS ALL OVER THE WORLD 





London District Office: 68 Lombard Street, London, E.C.3 
HEAD OFFICE: WATER STREET, LIVERPOOL, 2 


TOTAL ASSETS (at 30th June, 1955): £330,928,759 

















Fitting tlustrated 
F41040/1 


— Yowll be glad its... 


® Each fitting is the result of the closest collaboration 
between expert designers and lighting engineers. 

® Each fitting is made to rigid factory standards 
for long arduous service. 

© Operating efficiency is guaranteed because the 
control gear and tubes are made within the 










G.E.C. organisation. 
® Consult your contractor for the most suitable 


G.E.C. fittings ...with OSRAM tubes of course. 


@ The General Electric Co. Ltd, Magnet House. Kingsway, London WC2 
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THE BANK OF BERMUDA, LTD. 


HAMILTON 
Somerset St. George’s 


CAPITAL £125,000 
TOTAL RESERVES £337,520 
TOTAL RESOURCES £8,760,197 


Complete Banking and Trust Facilities ' Real Estate Division 


Sole Depository of the Imperial Government in Bermuda 























BANCO DI SANTO SPIRITO 


Established 1605 
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Head Office: ROMA — 173, Via del Corso 


CORRESPONDENTS ALL OVER THE WORLD 




















BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
Incorporated by Law in 1927. Holder of Exclusive Right of Note Issue 


CAPITAL FULLY PAID ‘x ag os Rials 2,000,000,000 
RESERVES (Banking ree os. 4 ss Rials 522,000,000 
DEPOSITS ~~ Rials 16,652,867,603 


Governor and Chairman of Executive Board : MR. ALI ASGHAR NASSER 
Head Office: TEHRAN, IRAN 


Over 190 Branches and Agencies throughout Iran 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
New York Representative: One Wall Street, New York 


The Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
Transactions, provides special facilities for Documentary Credits, etc., and with its numerous brancfes 
in Iran deals with every description of Banking business. 


ADMINISTERS “NATIONAL SAVINGS 
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Counts, sorts and records up to 
£1,200 of mixed silver in one hour— 
and never makes mistakes . . . Deals 
with denominations of 6d., | /-, 2/-, 2/6 
and is ideal for making up ‘ floats’ in 
shortest time...Works by electricity, 
smoothly and quickly... Can be tended 
by a junior, releasing skilled staff for 
other tasks... Takes up only 3 x33 ft. 
of floor space .. . Write for leaflets 
describing this and other electric 

and manually operated ICC machines. 
See how they streamline tedious 
Operations to a new efficiency. 


International Coin Counting Machine Co. Ltd. 
15 Alexandra Road, Enfield, Middlesex. 

Phone : Howard 3027 

(Pte. Bch. Exch.) 

Makers of letter-opening, envelope-sealing, 
coin-counting and token-counting machines 





BANCO DI ROMA 


HEAD OFFICE: ROME 
ESTABLISHED 1880 


PAID UP CAPITAL and RESERVE 
L.3,000,000,000 





REPRESENTATIVE OFFICE IN LONDON 
8, GREAT WINCHESTER STREET, E.C, 2 
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3% tax Paid 


This Society has helped thousands on the road 

to security and independence. Safety of capital 

and a steady return provide a sure foundation 
on which to build the future. 


ASSETS EXCEED £2,800,000 


WALTHAMSTOW 


BUILDING SOCIETY 


223 HOE STREET, E.I7 
Phone: COPPERMILL 1824 
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The Business Man's Gateway 





to Australia 


If you are considering establishment in 






Australia or extending your trading activities 






to this important market you are invited 






to make your preliminary enquiries of the 
National Bank. By using the Bank’s 


extensive facilities you can obtain all the 








data necessary for the launching of a 






successful enterprise. 












THE NATIONAL BANK OF AUSTRALASIA LTD 


(Incorporated in Victoria) 
HEAD OFFICE: 271-279 Collins Street, Melbourne 
LONDON OFFICE: 7 Lothbury, EC2 INFORMATION DEPARTMENT: 8 Princes Street, EC2 
OVER 750 BRANCHES AND OFFICES THROUGHOUT AUSTRALIA. ASSETS £271 MILLION 
Your best introduction to Australia. 
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a ; If you’re looking for a way round the complications of PAYE, if payday 
“i —s is a recurrent peak that means overtime in the accounts department— 
it is time you found out about Foremost. Here is a mechanized accounting 
system, developed by Remington Rand, that can be tailored to fit your 
accounting system exactly; that adapts within minutes to any kind of 
accounts work, however complex or specialised; in fact, a system that 
al does much more than settle your PAYE problem. 





@q THERE IS A BOOKLET called bility, speedand labour-saving. 
As Easy as ABC. It explains It also details five other appli- 
how Foremost provides ail pay cations of Foremost—the most 


#... records in one printing: gives flexible and adaptable of all 
al v proof of accuracy atallstages; accounting systems. They will 


makes instant PAYE adjust- interest you too; MAY WE SEND 





I f .”. ments with mechanized legi- you a copy? 
. i, 


COUPON: I would like to know more about Foremost Accountancy. Please «send 


me your booklet ‘As Easy as ABC’ [J *arrange for a representative to visit me gg ( Tick course of 
: action required. 
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1-19 NEW OXFORD ST - LONDON WCl1 - CHANCERY 8888 





RAND LTD - 





REMINGTON 





























Mrs. 
Chapman’s 
busy 

day 


RS. CHAPMAN Is a housewife. Her 

husband runs a prosperous and 
expanding firm of builders’ merchants in a town 
not far from the Surrey-Hampshire border. They 
live with their two small sons in a large house on 
a wooded slope a few miles out. 

Mrs. Chapman has plenty to do, even though 
she has her own small car in which to get around 
and a full-time man to look after the garden. The 
children want watching and there are the hundred 
and one chores that have to be done even in a 
modern labour-saving home. Besides, her husband 
is president of the local ratepayers’ association, 
which means rather a lot of voluntary secretarial 
work for her in the evenings. 

There was quite a stir in the village when she 
was chosen to represent Surrey in a national floral 
decoration contest, and a brand-new enthusiasm 
for ‘Sunday-painting’ has aroused great interest 
among her colleagues in the Women’s Institute. 
Yes, she is indeed a busy woman. 

Mrs. Chapman reads The Listener—chiefly for 







pg mean , 


AS 


its reports of broadcasts on social problems, for 
the book reviews, and to keep in touch with the 
London art exhibitions; but she is always in- 
trigued to discover how interested she becomes in 
an article about a foreign country, or some 
industrial topic. Yet she is but one of thousands* 
who find that The Listener satisfies a need for 
stimulating and varied reading. 

The Listener does have this unique influence 
among well-informed people, who in their turn 
enjoy considerable local prestige. Advertisers who 
wish to appeal directly and economically to a 
selective market of people of influence and dis- 
crimination will find no better medium than the 
advertisement columns of The Listener. 

*Certified weekly net sales, Jan.—June 1955, 139,752 





Carries influence with influential people 


ABBC PURPLICATION. ALL ENQUIRIES TO : TOMHENN HEAD OF ADVERTISEMENT DEPT. BBC PUBLICATIONS, 35 MARYLEBONE HIGH ST., LONDON, w.1 
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BANCO CREDITO AGRICOLA DE CARTAGO 
Head Office: Ave. 2a. Calle 54.— CARTAGO, COSTA RICA 


Branches at: Tres Rios and Juan Vifias 


MEMBERS OF THE NATIONAL BANKING SYSTEM , ESTABLISHED 1918 
CAPITAL. . . .Colones 6.000.000.00 | President: Luis MI. Villanueva P. 
Reserves . . . .', . Bgeneense ba ai ae saat ben “9 
/ eneral Manager : Guillermo Masis D. 
Deposits . . . . . . 8.000.000.00 Assistant-Manager : Hernan Leiva Q. 
Total Resources Auditor : Manuel Gomez V. 
(June 30,1955) . . . . 46.500.000.00 | Treasurer: Antonio L. Feoli P. 








Correspondents: The First National City Bank of New York and the Chase Manhattan Bank 
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CREDIT DU NORD 


Capital et Réserves: 2 Milliards de francs 
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AIR CONDITIONING 


For Banks 
Factories 
Hotels 
Restaurants 
Offices 
Hospitals 
Department Stores 
Board Rooms 
Clubs, etc. 


THE BEST EQUIPMENT FOR ALL APPLICATIONS IS SUPPLIED BY 
TEMPERATURE LTD. 


TEMPERATURE LTD. 
PHONES: RENown 58/13pbx BURLINGTON ROAD, 
CABLES : TEMTUR, LONDON FULHAM, LONDON, SWé. 
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Established 1875 


BANCO LISBOA & ACORES 


LISBON, PORTUGAL 


Cable Addresses : ‘‘ Acores—Lisbon”’ 


Uy | eee Esc. 80,000,000 
RESERVES ......... Esc. 41,000,000 
TOTAL DEPOSITS Esc. 1,175,614,129 


‘‘ Lisbacores—Porto ”’ 


‘«*« Pontagores—Ponta 
Delgada’”’ 














Ca a 


Head Office: LISBON 
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Branches : Lisbon, Porto, Ponta Delgada 
(Azores) 


Agencies : Lisbon Airport, Almeirim, 
Bombarral, Caldas da Rain 
Coimbra, Coruche, Estoril, 
Torres Novas 


Private Correspondents at : Alcanena, 


ha, 


Reguengo Grande, Vendas Novas 


Correspondents in all parts of the World 
- COMPLETE BANKING SERVICE 
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It’s a bland, benevolent 


typewriter, the Standard Imperial ‘66’. It seems to 
understand that a girl wants her machine to work for 
her and with her, and not against her. She wants to get 
off home on the dot, and she wants to know that she will 
be off on the dot tomorrow, and this day next week, 
and next year. That spells Imperial ‘66’. 


Quick work—well done 





Imperial 
typewriters 


IMPERIAL TYPEWRITER CO, LTD, LEICESTER AND HULL 

















Thomsons Wictionary of Hanking 


By R. W. JONES 709 pp. 63 /- 
Reprint of latest Edition now ready. On approval if required 
ALSO 
PRACTICAL BRANCH LENDING 
By FERGUS 18/6 including postage 
Obtainable from 
F. AND E. STONEHAM 
(THE CITY BOOKSELLERS) 
50-51 OLD BROAD STREET, LONDON, E.C.2 Tel. LON 1632 








TO BANK MANAGERS 
Please consult us—we have been established 
since 1772 — regarding your customers’ 
JEWELLERY, SILVER, COINS and MEDALS. 


We will gladly advise you free of charge 


SPINK & SON, LTD. 


By Appointment * 
To Her Majesty The Queen 5, 6 and 7 King Street, Tel, : WHItehall 5275 
Medallists St. James’s, LONDON, S.W.1 4 lines 











THE BANKER 


is obtainable from booksellers or newsagents, 
or from The Publisher, 72 Coleman Street, 
London, E.C.2, for 30s. per year, post free. 
Trial subscription 15s. for 6 months, post free. 


For the convenience of overseas readers, 
subscriptions can be paid in local currency 
to any of the following addresses: 


U.S.A. British Publications Inc., 30 East 60th Street, New York 22. 
Canada. Wm. Dawson & Sons Ltd., 587 Mount Pleasant Road, Toronto 12. 
France. THE BANKER, 20 Place Vendéme, Paris. 
Germany. THE BANKER, Siebengebirg-strasse 5, Bonn. 
Belgium. W.H. Smith & Son Ltd., 71/75 Boulevard Adolphe Max, Brussels. 
Switzerland. Azed A.G., Dornacher-strasse 62, Basle. 
Italy. Messaggerie Italiane S.p.A., 52 Via P. Lomazzo, Milan. 
Greece. International Book and News Agency, 17 Amerikis Str., Athens. 
Brazil. R. B. Turnbull Ltda., Praca da Republica 148, Sao Paulo. 
Egypt. George Avartis, 8 Boulevard Abbas, Heliopolis. 
Or from Newsagents in all countries. 


If any difficulty is experienced please notify The Publisher, 72 Coleman St., London E.C.2. 
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33 rue du Quatre Septembre, Paris. 





BARCLAYS BANK (FRANCE) LTD. 


An Associate Company of Barclays Bank Limited 


Chief Office in France: 
53 rue du Quatre Septembre, Paris. 


Other branches: 
AIX-LES-BAINS, BIARRITZ, BORDEAUX, CANNES, HAVRE, LYONS, 
MARSEILLES. NICE & ROUEN: MONTE CARLO: ALGIERS & ORAN. 


Head Office: 
54 Lombard Street, London, E.C.3. 









































THE PALESTINE DISCOUNT BANK LTD 


HEAD OFFICE: 27 Yehuda Halevy Street, Tel-Aviv 


Affiliation: THE MERCANTILE BANK OF ISRAEL LTD., TEL-AVIV 
Consolidated Assets exceed 90 million Pounds 
32 Branches throughout the country 





Representative’s Office: 
U.S.A.: 61 Broadway, New York 6, N.Y. 


ALL BANKING BUSINESS 


Enquiries Invited 











BOW MAKER 


INDUSTRIAL BANKERS 
Bowmaker provide specialised credit facilities There are Bowmaker offices throughout the 


for industry, commerce, export and import. United Kingdom—-your local telephone 
Over twenty-five years’ experience of industrial directory will give you the address 
finance is at your service—your enquiries and telephone number of your nearest 
will receive prompt, personal attention. Bowmaker branch. 


BOWMAKER LTD., Bowmaker House, Lansdowne, Bournemouth. Phone : Bournemouth 7070 
London : 6! St. James's Street, S.W.1. Phone : GRO 6611/6619. Branches throughout the U.K. 


M-W.150 

















FOR THE SOUTH-WEST PACIFIC. 


To a large extent, the navigator’s success is dependent on the accuracy of his 
instruments and information. 

No less does this apply to the banker planning to meet the needs of customers 
having business overseas. In the South-West Pacific, you can rely on the services of 
the Bank of New South Wales—the most experienced and most widely-represented 
commercial bank in the area. The Bank of New South Wales offers a complete 
banking service at over 850 points in Australia, New Zealand, Fiji, Papua and 
New Guinea. 


BANK OF NEW SOUTH WALES 


FIRST AND LARGEST COMMERCIAL BANK IN THE SOUTH-WEST PACIFIC 


HEAD OFFICE: SYDNEY, AUSTRALIA MAIN LONDON OFFICE: 
British and Foreign Department 29 Threadneedle Street, E.C.2 
Manager—jJohn W. McEwen D. J. M. Frazer, Manager 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 
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For all classes of Insurance 





Youll be on 


good terms with 







NORTHERN 
ASSURANCE 


COMPANY LIMITED 













Head Offices: LONDON: 1 Moorgate ABERDEEN: | Union Terrace 


Branch Offices throughout the United Kingdom 


' 
















The assets of the ‘ Northern ’ Group 


Founded 1836 are more than £62,000,000 





| DON’T DELAY YOUR INVESTMENT 
A MANUAL OF FOREIGN | WITH THE 


mumanes BINGLEY 
By H. E. Evitt, F.1.B., etc. Fourth Edition. 


Here i d revised editi Il-k 
sendund winth whieh debe wd aeuaiiias fa BUI LDING SOCI ETY 


the subject of Foreign Exchange. 16/- nex 





















” Sad oy eee a, both for the man in the AT THE 

branch and for the Institute of Bankers student.”’-— 

Midbank Chronicle. INCREASED INTEREST RATES . 
A FIRST APPROACH now in operation | 
By E. Victor Morgan, Professor of Economics, SHARES | DEPOSITS 

University College, Swansea. This work is for first- | 

year students of economics in universities and all who | S H A R E S @ 







are beginning a serious study of the subject. It is 





@ 


















based on a course which the author has been giving to (a) 1 

his own first-year students and which is designed to * 2 % 

take them to a point where they can enter the honours Sor semier Sub- 1 

paps raredtoeny 3 % scribers ; 2/6 to £20 ? 1% 
OFFICE ORGANIZATION per month accepted | 2 

AND METHOD ; 

By Geoffrey Mills and Oliver Standingford. 21/- net. INCOME TAX PAID BY THE SOCIETY 
“This excellent book. . . . The discussion of job MAKING OUTSTANDING INVESTMENTS 
evaluation, reports and committee work .. . is —_—_— _ 

especially valuable.""-—The Accountant. | Write for Balance Sheets and Booklets giving 
MUNRO’S BOOK-KEEPING | the fullest details possible 

AND ACCOUNTANCY 

; , Assets exceed £22 M. Reserves over £1M 


Revised by A. Palmer, A.S.A.A. Nineteenth Edition. 14/6. 
** The exposition of principles throughout the book is . 
excellent. ... The examples are adequate and well Head Office: 
chosen and the prospective purchaser may be assured 


of good value in this work.’"--The Accountants Journal. if & ] lf’ 
PITMAN BINGLEY BUILDING SOCIETY 


Parker St., Kingsway, London, W.C.2. PARK ROAD * BINGLEY * YORKS 
| Telephones: Bingley 3485-6-7 Established 1851 






























THE 


UNITED COMMERCIAL BANK 


LIMITED 


(Incorporated in India. Liability of Members is limited) 
Head Office: 
2 ROYAL EXCHANGE PLACE, CALCUTTA 


London Office: 15 THROGMORTON AVENUE, LONDON, E.C.2. 


2 
G. D. BIRLA, Esqa., Chairman 
AUTHORISED CAPITAL ............ Rs. 80,000,000 
SUBSCRIBED CAPITAL ............ Rs. 40,000,000 
| es | a rar Rs. 20,000,000 
RESERVE FUND ............ Peeper Ps Rs. 8,650,000 
€ 


With Branches at the leading centres of Industry and Commerce in India, Pakistan, Malaya, 
Burma and Hongkong, The United Commercial Bank is well equipped to serve Banks, 
Commercial Institutions and individuals carrying on business with the East or intending 


to open connections there. S. T. SADASIVAN, General Manager 
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it all adds up to an 


Gverent calculator 


cniahaiil ema ater eel ae ee ee —— meen ne ses erm (ena | 


for full details or demonstration : Wek thee cnistiaiem: of 
% Capacity 9x 8x IZ andl0x9x 17 with or 


T.®&. (OFFICE EQUIPMENT) LTD. without back transfer and split register 


% Key setting with proof dials 


30 NEW BRIDGE STREET, LONDON, E.C.4. Tel: City 1107} & Single hand operation 
* SALES AND SERVICE THROUGHOUT THE COUNTRY Gr i, aa ae ee ee ae 
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NATIONAL PROVINCIAL BANK 


LIMITED 





Chairman: 
David John Robarts, Esq. 


Deputy Chairman: 
Sir Frederick William Leith-Ross, G.c.M.G., K.C.B. 


Chief General Manager: 
L. J. Williams. 


Joint General Managers: 
F. Keighley, C. G. Wheatley, H. C. Pearson, W. Lynn. 





Head Office: 15 Bishopsgate, London, E.C.2 
5 Principal Overseas Branch & Trustee Department: 


1 Princes Street, London, E.C.2 
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Spanning 
the East 


Branches of The Chartered 

Bank of India, Australia and 

China under British management 

directed from London are 

established in most centres of 
commercial importance throughout 

Southern and South Eastern Asia and 

the Far East. At all these branches a 
complete banking service is available 

and, in particular, facilities are provided 

for the financing of international trade in 
co-operation with the Bank’s offices in 
London, Manchester and Liverpool, its 
agencies in New York and Hamburg and a 
world-wide range of banking correspondents. 
In London and Singapore the Bank is 
prepared to act as executor or trustee. 





THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 


(Incorporated by Royal Charter, 1853) 


Head Office: 
38 Bishopsgate, London, E.C.2 
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ARAB BANK Limited 


(The Bank for the Arab World) 
Established 1930 


a 


Capital: Fully paid . . J.D. 2,200,000 
Reserves... J.D. 1,131,825 
Deposits: (1953) .. . J.D. 16,451,054 
(1954) ... J.D. 20,129,544 


Total Assets: (1953) . J.D. 26,938,439 
(1954) . J.D. 34,660,334 
J.D. (Jordan Dinar )— £] 


xP 


Over 30 Branches in 
JORDAN - SYRIA : LEBANON 
EGYPT * IRAQ -: SUDAN 

LIBYA . SAUDI ARABIA 


Correspondents all over the World 


“25 YEARS 
OF BANKING EXPERIENCE 




























He needs 
vour help 


Every year the National 
Society for Prevention of 
Cruelty to Children helps 
nearly 100,000 unhappy 
children—andeach 4¥@ 
child helped costs 
the Society £3.10.0. 
The N.S.P.C.C. is not 
nationalised and depends 
entirely on voluntary gifts. 
To continue its vital work it urgently 
needs your assistance. 


when advising on wills and 
bequests remember the 


N-S-P-C-C 
PRESIDENT: H.R.H. PRINCESS MARGARE 


Information gladly supplied on application to The Director, N.S.P.C.C., 
Victory House, Leicester Sq. W.C.2. Phone: Gerrard 2774 
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PRESENTATION CABINET 
Styled in the traditional State Express 
555 manner, this Cabinet in Primrose 
and Gold contains 150 State Express 
504 cent bia 





Write for Illustrated Brochure showing com- TATE APRE S S , »55 
plete range of Christmas Gifts to: 


The House of State Express, 210, Piccadilly, 


London, W.1 The Best Cugarelles in the World 


The House of STATE EXPRESS. 210 PICCADILLY. LONDON. W.! 


The North British Group 


...caters for all Insurance needs 




















Enquiries 
will be welcomed by... . . NORTH BRITISH & MERCANTILE INSURANCE CO. LTD. 
| 61 Threadneedle Street, London, E.C.2 
or its detente GGus ss... RAILWAY PASSENGERS ASSURANCE COMPANY 


64 Cornhill, London, E.C.3 


THE FINE ART & GENERAL INSURANCE CO. LTD. 
64 Cornhill, London, E.C.3 


THE OCEAN MARINE INSURANCE CO. LTD. 
37 Lime Street, London, E.C.3 
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Over a Century of Insurance Service 
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TURKIYE CUMHURITYETI 


ZiRAAT BANKASI 


** Agricultural Bank of the Turkish Republic ”’ 
(Banque Agricole de la République Turque) 


THE LARGEST BANKING ESTABLISHMENT 
IN TURKEY 


Head Office: 


BANKALAR CADDESI, ANKARA 


520 Branch Offices in Turkey 
and Correspondents throughout the world 


ALL BANKING TRANSACTIONS 


























Let your money earn 
maximum interest 
with security 


ST AT E OFFERS 


SPURT RoTT, fem leolei aa 


(Established 1931) 













. ma car pa INTEREST ON SHARES 
————— FREE OF TAX 
@ Income tax borne by the society ‘Equal to £6-1-9 per cent 
t accepted up to £5,000 gross. 
@ Any — P P For Full Particulars apply 
@ No depreciation to: The Secretary, 





STATE BUILDING SOCIETY 


4 State House, 8 Buckingham Palace Gardens, London, S.W.1 Tel.: SLOane 9218/9 
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TRADE EMIGRATION 
Phone AVEnue 1281 


Enquiries welcomed on 


NEARLY 850 BRANCHES AND AGENCIES 


INDUSTRY 
AUSTRALIA AND NEW ZEALAND BANK LTD. 


HEAD OFFICE: 71 CORNHILL, LONDON, E.C.3. 


BANKING 
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GLYN, MILLS & CO. 


THE ROYAL BANK OF SCOTLAND 


EDINBURGH, LONDON and BRANCHES 


LONDON MANCHESTER, LONDON and BRANCHES 


TOTAL ASSETS:—£41 4,353,819 


WILLIAMS DEACON’S BANK LTD. 
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BANK LEUMI LE-ISRAEL B.M. 


formerly THE ANGLO-PALESTINE BANK 
Head Office: Tel-Aviv , 55 Branches throughout Israel 


New York Representation: 20, PINE STREET, NEW YORK 5 


Representative for Continental Europe: 
BLEICHERWEG 1 (am PARADEPLATZ), ZURICH 


London Office: 
6, Gracechurch Street, E.C.3 


Affiliatiom: The Bank Leumi le-Israel Trust Company, Limited, Tel-Aviv. 
Company undertakes the usual Trustee and Executor business. 
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BY APPOINTMENT 
TO HER MAJESTY THE QUEEN 
PATENT LOCK AND SAFE MAKERS 


CHUBB 


STRONG ROOM DOORS 


To the average man with a banking account, his 
bank is a building which typifies in itself the 
security and protection which its service provides. 
But this atmosphere of reliability is built up differ- 
ently in different banks—through their architecture, 
and through their security equipment. 

Chubb Strong Rooms.are built only after a care- 
ful study of individual requirements. Always they 
inspire confidence, reflecting as they do the experi- 
ence and craftsmanship which for more than 130 
years have made the name of Chubb famous the 
world over. 

The CHUBB advisory service is at your 
disposal. 





CHUBB & SON’S LOCK AND SAFE CO. LTD. 
22 ROYAL EXCHANGE, LONDON, E.C.3. 


TELEPHONE MINCING LANE 9033-5 

































On the dearth of Immortals 


 O, King, live for ever!” the people cry. 



























But under present imperfect arrangements even 
kings never quite manage to bring this off. 


The people's chances aren’t too bright, either 





Crown and sceptre, umbrella and briefcase, 


HN 
} 


i all have to be laid aside in time. 





\2> ; : 
4 The analogy is not exact. National revenues, 


after all, go on. Private revenues are apt to 
dwindle and stop . . . Unless the breadwinner pauses in his 
breadwinning to think: to think ahead to the day when, incredibly 
but inevitably, someone else will be going through the papers in his 


writing desk, his deed box, his office drawer marked “ Private ”. 


To find what ? With luck, a safeguard for the years to come. 


An assurance not only of capital today, but income tomorrow. 





aii But seriously and urgently— 


— The SAFEGUARD POLICY means continuing security for your 
dependants when you are no longer on hand to see to it. CV 


It means material comfort for them in the future ; spiritual 





comfort for you in the present. And all for a 
small additional premium to either Endowment 
or Whole Life Assurance. 


Full particulars, with illustrations of how the 
SAFEGUARD POLICY works, may be 
had from 


LEGAL & GENERAL, 





ASSURANCE SOCIETY LIMITED 





CHIEF ADMINISTRATION 188 FLEET STREET. LONDON, E.C.¢4 











SAVE YOUR SIGHT 
BY better LIGHT 
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surroundings in absolute comfort. 


aim at. 


are wearing spectacles. ' 
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By courtesy of the Coal Utilisation Council 


We do not think that anyone would dispute the statement that the art of good lighting consists in seeing, 
not how many fittings and lamps or how much electricity can be employed, but how well one can see one’s 


This does not necessarily entail festooning one’s rooms with lamps and shades: in fact, if a few well-spaced 
fittings can provide glareless, shadowless and evenly diffused light everywhere, surely that is the ideal to 


In the day-time there is only one sun to illuminate the whole world, so why, when using artificial light, 
have innumerable “suns’”’ shining from all directions ? — apart from the cost ! 


The above illustration is just one example of the magnificent lighting produced by the G.V.D. SYSTEM, 
and as can be seen there are only two fittings, and only one lamp is used in each, yet the light is evenly 
distributed throughout the room and completely free from glare or shadows. 


WE NEITHER USE NOR RECOMMEND FLUORESCENT LIGHTING nor the high intensities so 
loosely advocated today, and we have not yet seen any medical or scientific evidence to show that this form 
of lighting is beneficial, or for that matter, in view of its characteristics, that it is harmless. In this connec- 
tion it is not without significance that, according to a recent White Paper, more than half the population 


The G.V.D SYSTEM is applicable to every type and size of room and building and is eminently suitable 
for offices, factories, schools, libraries, lecture halls, hotels, theatres, drawing offices, laboratories, churches, 
hospitals and every part of the home, in fact, wherever good yet economical lighting is required. 


For further particulars please apply to: 


29b Torrington Sq., LONDON W.C.1 
G.V.D. ILLUMINATORS | TELEPHONE: MUSeum 1957 
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at reasonable rates. 
Booklet on application to: 


the duties usually entrusted to 


EXECUTORS and TRUSTEES 





THE OLDEST INSURANCE 
OFFICE IN THE WORLD 


is prepared to undertake all 


Head Office: 63 Threadneedle Street, E.C.2 


Branches in ail important Towns. 















































A dreaw come true... 


A rnore efficient way 
to lower accounting costs 


sssidieios has rarely had the opportunity 
to make such savings in accounting costs as 
Burroughs Sensimatic Accounting Machines 
provide. The Sensimatic is so automatic, so 
simple to operate, that even beginners quick- 
ly become experts. And, by a turn of the 
knob, the Sensimatic can switch in a moment 
from one job to another—doing the work of 
several machines. It has thus created a new 
concept of speed and economy in the hand- 
ling of accounting work. Five series of 
Sensimatics make it possible for you to 
select the machine exactly suited to your 
particular needs. See them today at your 
nearest Burroughs office. Burroughs Adding 
Machine Limited, Avon House, 356-366 
Oxford Street. London, W.1. 
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(who in September became general manager of the Bank of British West Africa 
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Linking the trading cities 
of the world 


To all businessmen with wide foreign interests, the extensive system of overseas 
branches of The First National City Bank of New York offers a really unique and 


unrivalled service. 
Fifty-nine branches all over the globe, together with nearly three thousand bank- 


ing correspondents in every important centre of commerce, ensure a complete and 


up-to-the-minute knowledge of the world’s markets. 


In London, at the disposal of the client, are the services of a specialized staff, long 
experienced in the conduct of international business and particularly well qualified 


The First 
NATIONAL CITY BANK 
of New York 


to advise on matters of trade with the dollar countries. 


ESTABLISHED 1812 


Incorporated with limited liability under the National Bank Act of the U.S.A. 


Head Office: §5 WALL STREET, NEW YORK 
london Offices: 
West Lind: 11 WATERLOO PLACE, S.W.I 
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A Banker’s Diary 











THE success that attended last month’s Treasury refinancing operation is a 
striking vindication of the policy followed by the monetary authorities since 
their lapse in the matter of the terms selected for the Gas loan 

Why the last July. For many months the mid-November maturity of 

Loan the £524 millions of Serial Funding stock had loomed ahead as 
Succeeded a serious obstacle to the maintenance of sufficiently determined 
official tactics in the gilt-edged market to sustain the orthodox 

squeeze upon the banking system. It seemed that if the authorities 
followed the usual practice of smoothing the refinancing by buying the 
stock before maturity, they would not avoid an immediate fur her increase 
in their borrowings on Treasury bills (which were expected to be expanded 
in any case by the “‘ departments’ payments on their take-up of the Gas 
and Electricity loans). Alternatively, if they refrained from suc purchases, 
it seemed likely that the amount of stock remaining in private hands would 
be much too unwieldy to permit of refinancing on the due date without a 
major addition to the bill supply then. Hence, in either case, the operation 
threatened to involve a further most undesirable relief for bank liquidity 
ratios. In the event, the obstacle has been surmounted without any such 
effect, and will actually produce a net reduction of some £150 millions in the 
floating debt (though at the outset, it seems, only in the portion held internally). 

On October to the Treasury announced the issue of a 4 per cent. Con- 
version stock, 1957-58, offered as to £250 millions for cash at 993, and in 
addition in exchange for the maturing stock (converters to receive I0s. per 
cent. in cash). Not for many years has a short bond offered a running yield 
of fully 4 per cent.; since last February the coupon rates on all short bonds 
have been less than the average level of short money rates, so that the dis- 
count houses have been suffering a running cash loss on their portfolios. The 
new stock therefore had a strong attraction for all such institutional investors, 
and in addition it was realistically priced so as to offer a moderate “ turn ”’ 
by comparison with the existing 1957 stocks. Moreover, thanks to the 
willingness of the authorities to allow the whole market to fall further and 
sharply during the summer, it had by early September reached the point at 
which yields looked abnormally appealing. The return of buyers, and the 
general conviction that the worst point had been passed, created propitious 
conditions for the issue—and the authorities delaved it to get further benefit 
from the Chancellor’s speeches at Istanbul and the Mansion House. 

There was still, however, the difficulty of the prevailing stringency among 
the City institutions, and although the cash offer was shown to be oversub- 
scribed, the amount taken up outside the “‘ departments ”’ probably did not 
exceed {100 millions, and may have been rather less than that. Some of the 
banks still feel their position too tight to justify any increase in portfolios, 
despite the high yields, and others are obviously proceeding very cautiously. 
The discount houses, however, were prepared to enlarge their bond portfolios 
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on such terms, and realized that, at least at the outset, the authorities would 
be unlikely to penalize them for so doing by driving them heavily into the 
Bank. On the application day the heavy cash transfers were, as usual, made 
possible by large “ special ’’ purchases of bills, so that the discount market has 
in effect converted bills into bonds—to the extent of perhaps £40 millions. 
Thanks to these applications, the genuine cash response was larger than 
had been expected. But the big surprise was the extent of the conversions, 
which totalled £425 millions, leaving only £99 millions of the old stock for 
repayment in cash on November 14 and making the whole operation almost 
precisely self-financing (excluding the departmental share). Since the clearing 
banks and the discount market (which were the natural converters in such an 
issue) were no longer large holders of the Funding stock, it seems evident that 
the ‘“‘departments ’’ must have acquired substantial amounts during the 
summer (in addition to their purchases in the early weeks of the year, before 
the credit squeeze got into its stride). But it is likewise evident, as the 
analysis in a subsequent note shows, that these purchases must have been 
fully covered by sales of other stocks. Total sales have apparently been very 
substantial—for the expansion of the liquid assets of the banks has been 
much less than might have been expected simply from the Treasury’s need 
to finance the departments’ share of the Gas and Electricity calls. The 
success of this operation is, 1n fact, the reward of orthodoxy; for the summer’s 
fall in gilt-edged, which prepared the way for it, now seems to have been not 
merely tolerated by the authorities but virtually brought about by their own 
deliberate tactics. In courage, as well as technique, much has been learned 
this year about the requisites for effective use of the orthodox money 


regulators. * 


THE past month has witnessed the first significant improvement in Britain's 
trading accounts and in sterling since the late spring. Imports have at last 
fallen from the disturbingly high levels reached in July and 

Recovery August; and sterling has consolidated its recovery initiated in 
in Sterling mid-September. By early October the spot rate had topped 
and Trade $2.79, and in the ensuing three weeks it remained above that 
level, rising to $2.79} by October 25. The gold loss of $112 

millions in September was received with equanimity; it was officially announced 
that the whole of the drain had taken place in the second half of the month— 
reflecting, besides the normal seasonal strains, the strong speculative pressures 
that preceded the reassurances on the maintenance of the parity given by 
the Chancellor in his speech at Istanbul in the middle of the month. Some 
$59 millions of the September gold loss was attributable to a payment to the 
European Payments Union in settlement of the August deficit of £28 millions. 
The E.P.U. deficit for September itself reached £38 millions ($106 millions), 
burdening the October balance with a payment of no less than $80 millions. 
The trade accounts for September must again have been influenced by 
the aftermath of the dock strike; but now that all but a small proportion of 
the delayed exports has been cleared, it is possible to make some meaningful 


————= 





* See also ‘‘ How Strong are the Money Weapons ?’”’ on page 296, a discussion and verbatim 
report of the important appraisal given by the Governor of the Bank of England in his speech 


at the Bankers’ Dinner last month. 
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comparisons of trends in recent months. In the six months April-September, 
imports were I1 per cent. higher than in the corresponding months of 1954. 
This is a substantial increase, but it is a markedly smaller one than was shown 
in the first quarter of 1955 (when imports were up by nearly 25 per cent.); 
and it does suggest that the improvement shown in April and May has not, 
after all, been reversed. But exports in this same six-monthly period were 
up by only 35 per cent., and even allowing for shipments still delayed at the 
docks, it does appear that the true expansion has been slower than that of 
10 per cent. or so shown in the first quarter. In September itself imports 
were 6 per cent. higher than a year before; and the visible deficit was, at £51 
millions, some £18 millions smaller. 


On two major counts, the White Paper on the balance of payments in the 
first half of this year (Cmd. 9585) is mildly reassuring. These provisional 
estimates show that, on current transactions as a whole, Britain’s 
External payments were approximately in balance (a deficit of £16 millions 
Strain is converted into a surplus of £17 millions when defence aid is 
Analysed brought into account). Secondly, the fall of £29 millions in the ster- 
ling area’s gold and dollar reserves in the half-year is shown to have 
been accompanied by a decline of £39 millions in sterling labilities—of which 
{25 millions was in liabilities to non-sterling countries. Even when due 
allowance has been made for seasonal factors—which are favourable in the 
first half of a year and adverse 1n the second half—this is a better result than 
many people had been led to expect from the extent of the pressure upon 
sterling. The key figures are presented in the tables overleaf. 

On closer inspection, it will be seen, these do reveal sources of serious 
strain. The deficit of £16 millions contrasts with a surplus of £141 millions 
for the first half of last year; and the whole of this deterioration occurred in 
the balance with non-sterling countries, which swung from a surplus of £41 
millions to a deficit of £135 millions. The surplus with the rest of the sterling 
area actually increased, from {100 millions to {119 millions. Of the increase 
of £196 millions in total imports—easily the biggest source of strain—no less 
than £175 millions came from non-sterling countries (£114 millions of them 
from the dollar area alone, so that dollar imports rose by 473 per cent.). 

[It is disturbing to observe, too, that the investment account (which 
relates to capital movements other than changes in the sterling balances) 
shows for the first time since 1946 a net borrowing by Britain. This account, 
however, 1s affected by residual errors and omissions; unidentified receipts 
now treated as capital inflows may later be identified as current earnings. 
The current deficit for the second half of 1954, first put at £38 millions, is 
now shown, after adjustments of this kind, at only £5 millions; but the 
surplus for the year 1953 has been radically revised in the opposite direction, 
from {115 millions to £78 millions. Despite the uncertainties of the estimates, 
it seems evident that over a full twelve months since the present deterioration 
began—that is, the period from mid-1954 to mid-1955—Britain’s current 
payments were not far, if at all, out of balance (the actual present estimate 
is a deficit of {21 millions, or, including aid, a surplus of £38 millions). It 
is sobering to recall, however, that in 1951, the last phase of major pressure, 
when the deficit reached £407 millions, seven-eighths of that was incurred in 
the second half of the year. 
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The responsibility of the overseas sterling countries for the recent pressures 


has been considerable. 


Their net balance with all countries swung from a 


surplus of £26 millions in the first half of 1954 to a deficit of £48 millions in 
the first half of this year, and their surplus with countries other than the 


United Kingdom fell from £126 millions to {71 millions. 


TABLE I! 


Contributions to the 


BALANCE OF PAYMENTS OF STERLING AREA 
(£ millions) 


1952 1953 195 1955 
; Year Year Jan.-June hie -Dec. Jan.-June 
United Kingdom 
Exports (f.0.b.) °- 2,825 2,071 1,424 1,392 1,531 
Imports (f.o.b.).. 2,944 2,886 1,471 1,530 1,667 
Invisibles (net) .. 1-249 t- 293 +188 +139 +120 
Current balance +-130 78 -+-14I —- § — 16 
Defence aid .. I21 102 + 24 + 20 a 
Balance with non- sterling 
countries* ; — 239 - 81 - 41 166 — 135 
Rest of sterling area 
Current balance with 
United Kingdom — 369 159 — 100 -- 161 —I119 
Non-sterling countries +- 162 |-281 126 19 + 71 
Total sterling area balance* — 77 + 200 167 — 147 — 64 
* Excluding defence aid 
TABLE II 
DOLLAR DEFICIT ANALYSED 
(£ millions) 
I. TRANSACTIONS WITH 1952 1953 1954 1955 
DOLLAR AREA Year Year Jan.-June July-Dec. Jan.-June 
United Kingdom 
Imports 606 519 240 325 354 
of which F ood and feeding. stuffs 177 180 61 85 90 
Basic materials “ 158 122 77 4 94 
Machinery and transport 
equipment 51 35 I4 15 21 
kxports 410 443 205 213 233 
Invisibles (net) 98 39 2 28 1! 
Current balance ~294 115 3 140 110 
Defence aid bs 121 7o2 2 26 + 33 
Repayments of Gove ernment loans. — 3: 43 - 6 31 - 5 
Other « apital transactions . 67 - 66 34 68 17 
U.K. net balance 139 10 49 77 — 65 
Rest of sterling area 
Dollar balance of 
L). K. Colonies ; 136 - JO! 54 + 47 60 
Other sterling countries 99 15 209 40 - 58 
Gold sales in U.K.: 
U.K. Colonies 3 i 3 6 5 
Other sterling countries . - 69 - 79 - 64 |. 66 1. 77 
Net R.S.A. dollar balance 109 - 165 92 73 |. 84 
Il. TRANSACTIONS WITH NON 
DOLLAR AREAS ' 145 65 38 88 48 
Net change in gold reserves 175 240 |-179 92 29 
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central dollar pool fell less drastically (from £92 millions to £84 millions), 
partly on account of a marked increase, from £67 millions to £82 millions, in 
sales of gold in London (chiefly, of course, by South Africa). The demands 
of the independent sterling countries were once again, as the figures in 
Table II show, offset by a bigger contribution from the colonies, which not 
only increased their dollar surplus from £54 millions to {60 millions, but also 
earned a surplus on their non-dollar accounts. Hence their sterling balances 
rose over the half-year by £71 millions, to the extraordinarily (some would 
say shamefully) high figure of £1,294 millions, while those of other sterling 
countries ran down by £88 millions to £1,735 millions. Of Britain’s sterling 
debts to all countries together, fully one-third are now owed to its dependent 


territories. 


By far the biggest decline in advances ever experienced in a monthly period 
was disclosed by the clearing banks’ return covering the five weeks to 
September 21. This record movement, amounting to no less 

Advances’ than {123 millions, had been expected, however, because an 
Biggest almost equivalent sum (£120 millions) had been paid up during 
Fall the period in calls on the Gas and Electricity loans. Unfor- 
tunately, the resultant net reduction of the bank borrowings of 

these industries cannot be precisely estimated, because part of their loan 
receipts will have been absorbed by current outgoings and part of their repay- 
ments will have accrued to non-clearing banks. But it is evident that there 
has been a further not inconsiderable decline in the advances of other borrowers 
—though probably not at any greater rate than that experienced in the 
preceding four weeks. It is known, however, that some large temporary 
advances associated with import finance were made during the period. The 


Sept. 21, Change on 

1955 Month Year 

fm. {m. £m. 
Deposits , es is és 6344.7 61.0 -194.2 
‘“ Net ' Deposits* es 4 6108.2 - 45.7 - 192.0 

ot 

Liguid Assets - ara ‘2 2124.9 (33.5) 73.2 - 75.4 
Cash... “a Wa “a 526.1 (8.3) 10.8 5-2 
Call Money .. - + 422.0 (6.7) - 1.8 - 423 
Treasury Bills .. es — 1062.7 (16.8) 52.9 -118.8 
Other Bills ‘a vi ia 114.2 (r.8) IZ.2 33.8 
Investinents and Advances . . 7 4065.6 (64.1) —I2I.2 110.5 
Investments .. ™ - 2083.9 (32.9) + 9 276.6 
Advances 1981.7 (31.2) - 123.1 +-166.0 


‘After deducting items in course of collection. fRatio of assets to published deposits. 


effects of the squeeze have still not shown themselves as strongly in the 
published figures as in the widening stream of public protests and specious 
comments in letters to the press. 

since the big drop in advances occurred in the season of Exchequer deficits 
and increased borrowings on Treasury bills, the banks enjoyed an expansion 
of their liquid assets and a double relief was given to the liquidity ratio, 
carrying all the big banks appreciably above 30 per cent. The average rose 
rom 32.0 to 33.5 per cent., which almost restored it to the level obtaining 
at the corresponding date last year (33.7 per cent.). The growth of liquid 
assets was, however, much less marked than might have been expected. Of 
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the £73 millions addition, £11 millions was attributable to commercial bills 
(drawings of which, within pre-existing credit limits, were much expanded 
when the banks first took a firm grip upon advances). The increase in other 
liquid assets—which broadly indicates the extent of credit demands by the 
central government—was only £40 millions larger than in the corresponding 
(four-week) period last year, although the apparent domestic deficit in the 
most nearly comparable period, allowing for tax certificates, savings securities 
and notes, was some £80 millions larger; in addition, the Treasury had to 
finance the departmental share in the £80 millions call on the Electricity stock. 
Plainly, the authorities must have been making strenuous efforts to keep down 
the relief given to liquidity ratios by the Gas and Electricity fundings, and 
to have succeeded much better than most people expected at the time 
those issues were launched. The upshot of this combination of a steep 
reduction of advances with a comparatively moderate rise in liquid assets was 
a fall in net deposits by £46 millions, in contrast with a rise by £21 millions 
in the four-week period last year. 


THE issue from the beginning of November of new defence bonds carrying 
4 per cent. in place of the existing 34 per cent. issue is timely. In the past 
three months or so the performance of “small ’’ savings, com- 

Fillip prising savings certificates and net deposits in the post office and 

to Small trustee savings banks as well as defence bonds, has been markedly 
Savings worse than in the corresponding period of 1954—representing the 
first significant deterioration for two and a half years. The 

holiday drain was larger than in 1954, and receipts began to outbalance 
repayments only in early October, a month later than last year. In the 
three months to mid-October net repayments and withdrawals from the four 
channels of small savings reached £30.5 millions, three times more than in 1954. 

The new issue may re-attract some of the funds that have presumably been 
switched to higher yielding assets—and perhaps induce some genuine new 
savings as well. The rate of 4 per cent. is the highest yet paid on any issue; 
and the notice required for encashment within five years has been reduced 
from six months to three. Otherwise, the terms are the same as for the 
previous issue, made in 1952. Repayment is at {£103 after ten years or 
optionally at {101 after five. The maximum holding of the new issue is fixed 
at {1,000, in addition to the maximum holding of all previous issues, totalling 
£3,500. A further fillip to small savings is the increase announced in the 
Budget speech in holdings of savings certificates, from 1,000 units to 1,200 
units (i.e. from £750 to £900). 

It is too early yet to estimate the trend of personal savings this year 
through the other—and far larger—channels. But there are signs that in the 
building societies the outflow of funds that became marked in the spring and 
summer has been checked in recent months, following the increases in rates 
paid to investors. There is little indication, however, of the experience of 
the life offices. Indeed, the industrial branch has only just made known its 
results for 1954. These show a substantial increase in funds—by £65 millions, 
compared with {50 millions in 1953. This brings the increase in the funds of 
the industrial and ordinary branches combined to £267 millions for the year, 


against {222 millions in 1953. 
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Two Steps Forward—and Two Back 


R. BUTLER’S decision to introduce a supplementary budget caused a 
M general bewilderment that has not been dispelled either by the sub- 

stance of the budget or by the explanations that accompanied it. 
After reflecting upon the Chancellor’s oddly-assorted proposals, many friendly 
as well as unfriendly critics of the Government are still at a loss to know what 
his purpose really was. Previous autumn budgets have been instruments of 
emergency, designed to meet some sudden change, but on the very eve of 
this budget Mr. Butler again declared that this was no emergency. He 
elaborated this theme, though without repeating the word, in his budget 
speech. The Government was not being driven into action by imminent 
danger: the case for the budget was founded on the need for deliberate action 
to meet a less immediate—even a long-term—threat. The occasion called 
not for emergency expedients but for fundamental measures of a kind that 
would normally be carefully matured and presented in the annual budget 
—if, indeed, they required budgetary action at all. 

If Mr. Butler’s plan had consisted only of fundamental measures of this 
character, the suddenness of their introduction might still have caused surprise, 
but there would have been no bewilderment. He would have been clearly 
seen to be devising permanent measures to meet an underlying long-run 
weakness. When major changes in policy have become long overdue, a 
government should not be blamed if it decides, in the end, to introduce them 
suddenly, even if it invokes for the purpose a procedure hitherto reserved for 
emergencies. And the case for quick action becomes the stronger when it is 
evident that fundamental changes would helpfully reinforce short-term 
measures already taken to meet immediate pressures. 

This was the situation with which the Chancellor was confronted. But 
he has not matched his proposals to it. The whole plan as outlined in the 
budget speech did indeed embrace some fundamental measures, measures 
that will carry forward constructively the programme for restoring an effi- 
ciently functioning free economy. All but two of these measures, however, 
had already been publicly announced and set afoot, and none of them required 
budgetary action. The budgetary parts of the plan—the increases in purchase 
tax and in distributed profits tax, the only parts that required a budget as 
such—are of a totally different character. So far from furthering the funda- 
mental advance, they set new obstacles in its path. Both of them are short- 
term expedients of a kind that could be condoned only if there were indeed 
an emergency. And anyone with real faith in the principles of the freer 
economy would deny that the increase in distributed profits tax could even 
serve an emergency purpose. : 

At one point in his speech the Chancellor did, in fact, admit to a conflict 
between his objectives. Speaking of the possible eventual reform of the 
profits tax, and in particular of the far-sighted recommendation by the 
Majority Report of the Royal Commission that undistributed and distributed 
profits should be charged at the same rate, he observed “ here our long-term 
interests diverge from our more immediate needs’’. Yet in an earlier passage 
he had flatly affirmed that all his proposals would be “ consistent with the 
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Government’s economic policy as a whole, as it has developed during the past 
years’. In particular, he refused to retreat into specific ‘‘ physical ’’ measures, 
but would use only general measures “‘ consistent with our set policy of freer 
trade and payments, and designed to moderate the expansion of demand 
without distorting the natural pattern of growth of a free economy ’”’. The 
Chancellor’s two tax proposals are in flat defiance of this excellent precept. 
The purchase tax, being charged at differential rates upon deliberately selected 
items of consumption, and the discriminatory and anomalously operating tax 
on distributed profits have long been recognized as among the most distorting 
devices in the whole fiscal apparatus. They are merely the fiscal form of the 
physical controls that the Chancellor eschews, devices of planning, not of the 
free economy. 

There was, moreover, another source of bewilderment. After the parade 
that has been made this year of the strength of the economy, and the protesta- 
tions that nothing more was wrong with it than a little “ too much pros- 
perity ’’, the sudden decision to introduce a supplementary budget was bound 
to raise the presumption—abroad as well as at home—that the Government 
was either confessing to a failure of its policies or was facing an unforeseen 
and serious deterioration. The decision would have been a highly unpalatable 
one for Mr. Butler even if his optimistic budget of tax reliefs last April had 
not exposed him to the charge, which Mr. Gaitskell has now levelled again 
with fiercely intensified force, that those reliefs were a calculated act in the 
then impending electoral campaign. For our part, we agree that the April 
budget has aggravated the inflationary pressures; but we stick to our opinion 
that it was an “honest act of faith ’’—though one rooted in an error of 
economic judgment. 

Inevitably, as we said at the time, it thrust a heavy additional responsi- 
bility upon monetary policy; and the authorities failed to see how quick and 
strong a stiffening of that policy was needed if it was to resist the added 
pressure sufficiently. But if, despite the April mistake, there is no emer- 
gency, why has Mr. Butler summoned the courage to run this political gauntlet, 
and to do so, moreover, for the sake of making particular tax changes that 
defy his own principles ? His other measures, it is important to note, would 
not alone have exposed him to any comparable attack, unpalatable though 
they are to the Opposition. All of them are strictly in line with his earlier 
policies, and since none of them required a budget they could never have 
offered any pretext for the taunt of ‘“‘dishonouring the cheque ’”’ for the 
‘“ bribe ’’ given last April. 

These tangled considerations leave the bewildered public with the choice 
of two conclusions. Either Mr. Butler and his advisers regard Britain's 
present problem as approaching much closer to an “ emergency ’”’ than he 
cares to admit. Or his understanding of and faith in the principles of the 
free economy are much less firmly rooted than his friendly critics have lately 
supposed. Disappointing though this second interpretation must be on the 
long view, it is obviously important for the short-run health of the economy 
and of sterling that public opinion—especially overseas opinion—should not 
jump to the alternative one. Nor, indeed, is there any justification for doing 
so. The decision to introduce a budget, Mr. Butler emphasized, did not 
mean “ that things were more difficult than they had imagined ’’, and he 
rightly pointed out that there had been a distinct improvement in the past 
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month—citing the rise in sterling, the “‘ great reduction ”’ in the current 
deficit at E.P.U., and the marked narrowing of the gap between imports and 
exports disclosed in the trade returns for September. He might have added 
that, until rumours of purchase tax increases produced a violent rush, retail 
demand seemed to have lost its impetus; in August, non-food sales by large 
retailers were actually slightly below their 1954 level, and total consumption 
in the second quarter, though higher than last year, showed a smaller increase 
than in the first quarter. More significantly, the money pressure combined 
with administrative action had already led to the postponement or stoppage 
by local authorities of a number of building schemes. A similar brake was 
becoming apparent upon private building, and could reasonably be presumed 
to be operating or about to operate upon many other private outlays. 

These tendencies, and the perceptible change in atmosphere that sur- 
rounded them, reflected only the very first effects of the tightening of grip 
upon bank advances that began during the summer. There was and is no 
doubt that if the banks press their squeeze as far as they were envisaging 
then—and the process is continuing without any hint of relaxation—the 
impact upon the economy will be a good deal sharper than most people yet 
realize. Given the fact that the balance of payments as a whole had not 
plunged into any large actual deficit, there seemed every reason to expect 
that these pressures, if soon reinforced by the economies already promised in 
the public sector, would suffice to meet the immediate need. In that sense, 
most informed observers shared the Chancellor’s view that there was no 
immediate crisis. But they were seriously concerned about the prospect for 
the somewhat longer run, because of the increases in wages and in basic costs 
that have already occurred this year, and the further increases that are 
threatened by the wage demands already in the pipe-lines of negotiation. If 
this threat to Britain’s competitive power, menacing the balance of payments 
in, say, twelve or eighteen months’ time, was to be resisted, a firmer and 
especially a more sustained disinflation was needed. 

The Chancellor has now endorsed this view. He has not denied the 
efficacy of the monetary and other measures already taken, but found himself 
unable to estimate how large their effect will be, and is “ conscious of too 
many signs that, before the original pressures have been checked, new 
pressures may develop to reinforce them’’. The non-budgetary measures 
outlined in the budget speech, which mostly are logical extensions of measures 
previously promised, are well calculated to buttress the restraints already 
operating, while sensibly furthering the aim of creating a more effective free 
economy. The resultant curtailment of the expenditures of the public sector 
will certainly be much less than the really enthusiastic advocates of retrench- 
ment have been clamouring for, especially in the current outlays of the central 
government itself. But the probable contribution should not be underrated, 
and in the end the indirect effects may prove to be at least as beneficial as 
the direct savings—though neither group can be expected to give any large 
relief in the immediate future. 

Of these measures, by far the most important are those affecting the 
housing and other expenditures of the local authorities, for the Government 
is grasping this prickly political nettle a good deal more firmly than many 
had expected. Discussion of the plan for dealing with the housing subsidies 
is best deferred until next month, since the proposals are to be embodied in 
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a Bill to be introduced just as this (necessarily slightly delayed) issue of THE 
BANKER is published. The immediate reduction and early abolition of the 
subsidy on most new houses will do no more than restrain the rise in the cost 
of housing subsidies to the Exchequer, but in conjunction with other measures 
it will certainly reduce the scale of new building of municipal housing from 
its present very high level. Secondly, the non-housing capital outlays of the 
local authorities, now running at well over £200 millions a year, are being 
subjected to a new administrative pressure: the Government has asked the 
authorities to review their programmes forthwith, with the object of reducing 
such expenditures in 1956-57 to not more than the amount spent in 1954-55, 
and in any case not to permit any new works, even though already sanctioned, 
unless they are urgently needed. Thirdly, all forms of local expenditure will 
now face a new financial discipline. 

Henceforth, instead of having the absolute right to borrow either from the 
market or from the P.W.L.B. within the limits of the ‘‘ loan sanctions ’’, local 
authorities will not be able to secure finance through the Board until they 
have demonstrated, after due enquiry, their inability to obtain the money on 
appropriate conditions—as judged by the Board—from either the stock 
market or the mortgage market (or, for very short-term finance, presumably 
from the bill market). Though the intention is that the authorities shall so 
far as possible finance themselves on their own credit, loans through the 
Board will not carry differential rates scaled according to credit ratings. Any 
such procedure, though theoretically desirable, would be impracticable; but 
the single scale of rates prescribed by the Treasury for the Board will in future 
be such as it judges appropriate to the credit of local authorities “‘ of good 
standing on the market’, and will no longer be broadly related to the 
Government's own credit. 

Mr. Butler’s second major measure, equally sensible though quantitatively 
iess important, permits the Post Office to revise its charges, especially for the 
telephone service, so as to relate them to economic costs and thus in effect to 
get rid of a subsidy. The changes will bring in £26 millions of additional 
revenue in the calendar year 1956. The Chancellor’s other measures within 
the public sector are much less tangible. Apart from a hint that agricultural 
subsidies will be reviewed “‘ at the right time ”’, the only promise of significant 
Savings on current expenditures of the central government relates to defence. 
Some postponements of Government building are intended as “‘ an example ” 
to the nationalized industries and other public bodies to respond to the appeal 
to confine themselves to essential outlays, but there is no suggestion that the 
relief from these spheres will be large. 

Even so, all these measures are on the right lines, and their total contri- 
bution will be substantial. (Given the conviction that there was no emergency, 
it is impossible to see why they were flanked by such retrograde expedients 
in taxation. The raising of purchase tax by one-fifth, its widening to embrace 
kitchen ware, and the replacement of the ‘‘D”’ scheme for furniture and 
clothing by tax at 5 or 10 per cent. of the full wholesale prices, will bring in 
£75 millions in a full year, but only {15 millions this year. The raising of 
the distributed profits tax from 22} to 273 per cent. will yield nothing this 
year, {10 millions in 1956-57 and £38 millions in a full year. Its avowed 
purpose is to check the contribution—the very tiny direct contribution—that 
increased dividends make to inflation; but its real purpose, in which it has 
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already demonstrably failed, was to look to the psychological effect, and to 
use it as a bargaining counter with the trade unions. But if the whole restraint 
on the economy is to go as far as is necessary, then even that unworthy tactic 
was pointless—since profits will be squeezed in any case. And if a larger 
total restraint was needed than will be secured by the projected measures for 
the public sector, then a toughening of those measures would have been an 
incomparably better course than the resort to purchase tax. Along the road 
to the freer economy Mr. Butler has taken two steps forward and two steps 
back. The retreats have either shocked his opponents or disheartened his 
friends, and neither has brought him any worthwhile economic advantage. 





Europe’s Blueprint for Convertibility 


Y all outward appearances, the movement towards convertibility seems 

to have been halted. With a welter of metaphors and from a great 

diversity of platforms, the Chancellor of the Exchequer has been telling the 
world that the British Government has no intention of making any radical 
modification in its exchange arrangements until a great deal more has been 
done to strengthen the domestic economy—to say nothing of the fulfilment 
of the familiar external prerequisites. There. can be no quarrel with this 
policy, and no doubt of the sincerity with which this view is held in the highest 
British quarters. It is quite evident that the next move of major importance 
towards convertibility must be made from strength. It is not generally 
realized how much detailed preparation has already been made for this final 
culmination of the long process towards reasonable exchange freedom. The 
shape of things to come when the day of convertibility dawns in fact looms 
very clearly from the text of the international monetary agreements that 
were reached in Paris last August. These agreements laid down the basis for 
the continuation of the European Payments Union and provided the blue- 
print for the arrangements that would follow the possible break in its operations 
if, before June 30, 1956, one or more of its member countries decide to make 
their currencies convertible and consequently give notice of their decision to 
withdraw from the Union. Should E.P.U. still be in operation by March 31, 
1956, its renewal beyond June 30, 1956, will again be made subject to a 
termination clause; and the extension will again be linked with arrangements 
for its contingent replacement by the European Monetary Agreement, 
‘possibly amended ’’. This agreement merits more detailed scrutiny than it 
has so far received. 

The proposed arrangements are unlike any that have obtained in the post- 
war world. But it is interesting to observe that certain aspects of them 
imply a desire to return to some of the general principles of the Tripartite 
Monetary Agreement, which governed the exchange arrangements between 
the United States and a number of countries in Europe in the late 1930s. 
Before appraising the new proposals, it is instructive to recall these pre-war 
arrangements. The Tripartite Agreement evolved very gradually from the 
chaos and confusion into which exchange arrangements had been thrown 
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in the preceding years—by the departure of sterling from the gold standard 
in 1931, the shattering of hopes of a concerted international attempt at 
financial reconstruction following the ignominious failure of the World 
Economic Conference of 1933, and the decidedly arbitrary and competitive 
devaluation of the dollar in the same year. Following these frustrating 
events and the subsequent gradual disintegration of the remnants of the 
‘gold bloc ’’, the menace of competitive depreciation became so strong that 
the pressure for some co-operative action to re-establish order in the relation- 
ship between the principal currencies became irresistible. The upshot was the 
formulation of the Tripartite Agreement between the United States, the 
United Kingdom and France in 1936. 

Although this arrangement is always referred to as an agreement, it had 
no formalshape. There must have been correspondence between the respective 
central banks, but at no time does this appear to have amounted to even the 
shadowy agreement that emerges from a formal exchange of letters. The 
French authorities indeed used to refer to the agreement as amounting to 
‘uniguement cooperation journaliére’’—no more than daily co-operation. 
The “‘ agreement ’’, which was later joined by Belgium, the Netherlands and 
Switzerland, required of all its partners a readiness to buy and sell their own 
currency against that of other members at prices that were agreed daily but 
remained unpublished. The necessary arrangements, comprising the fixing of 
rates and the subsequent exchange of information on how much had been 
bought and sold and what net balances had in consequence been built up, 
were effected with the minimum of formality—in some cases by a few telephone 
calls between the central banks concerned. The accumulated balances were 
subsequently settled by movements of gold, facilitated by the Bank for Inter- 
national Settlements. If, for example, the Bank of England was called upon 
in the normal course of business to sell sterling and buy French francs, the 
ensuing position would ultimately be settled by a transfer of gold in the 
books of the B.I.S. from the account of the Bank of France to that of the 
Bank of England. 

Three aspects of the operations of the Tripartite Agreement are of special 
interest in the context of the proposed arrangements for convertibility to-day 
(or rather to-morrow). First, the fact that each central bank, acting for its 
respective Government, was at liberty to shift its buying and selling rates for 
its own currency in terms of the other currencies, provided, however, that it 
gave twenty-four hours’ notice of such change to the other members; secondly, 
that each central bank undertook to extend to the other central banks the 
short-term credit represented by the holding of balances in the other currencies 
concerned, if and when it was called upon to do so by buying and selling its 
own currency at the agreed rate; and thirdly, that these credit facilities were 
essentially short-term and subject to limits informally agreed but rigidly 
adhered to, and that at very short intervals (strictly, indeed, within twenty- 
four hours) any balances arising from the operations of the Tripartite Agree- 
ment, and therefore any credits extended by virtue of it, were repaid wholly 
in gold. 

[It was possible to detect in this Tripartite Agreement the germs of a new 
and more permanent international exchange arrangement; but in the event 
the agreement was, of course, swept into the maelstrom of the Second World 
War. The payments arrangements that emerged at the end of the war were 
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at first based on strict bilateralism—softened by the fact that what remained 
of the sterling system and the increasing use of the dollar preserved for inter- 
national trade some measure of genuine multilateral settlement. In general, 
however, and especially in Europe, the payments system was of bilateral 
character. It was in the course of moving from this narrow path towards 
fuller freedom of payments that the various versions of the Intra-European 
Payments Agreement and then of the Europezn Payments Union were devised. 

These regional arrangements served well enough until the prospect of a 
move by a number of European countries towards full multilateralism, that 
is to convertibility, came to acquire substance. At that point, paradoxically, 
the menace of bilateralism again began to raise its head. It was quite clear 
that not all E.P.U. countries would be able to follow the leaders in the plunge 
into convertibility; and it was only too likely that those who remained outside 
would, deprived of their credit and clearing facilities by the demise of E.P.U., 
be forced in self-defence to revert to the principles of bilateralism in their 
payments arrangements amongst themselves and with the “ converters ’’. 
The possibility of convertibility raised many other problems besides—in 
particular whether there should be fixed or flexible exchange rates, and 


‘whether the foreign exchange market could be wholly entrusted with the 


task of clearing international payments, or whether some regional com- 
pensation machinery, for Europe at least, should be perpetuated. Above all, 
it called for a fundamental reconsideration of the international payments 
system in order to fashion a permanent shape for it in what were emerging 
as the “‘ normal ’’ conditions of the post-war world. In particular, would the 
system take up the trend of the evolution of the Tripartite Agreement that 
was interrupted by the outbreak of the war ? 

The first major steps towards a normal and continuous settlement of 
intra-European payments taken after the war were the reopening of a genuine 
foreign exchange market in London in 1952 and the subsequent rebirth of 
exchange arbitrage in European currencies in the main centres, first only in 
the spot and then also in the forward markets. The revival of the exchange 
markets meant that, instead of the clearing of virtually all intra-European 
payments at monthly intervals at the B.I.S. that had previously taken place, 
the bulk of these payments were settled day by day, almost hour by hour, 
leaving only the relatively modest net balances to be put into the E.P.U. 
monthly clearing. The reopening of the foreign exchange market and the 
reinstitution of arbitrage thus involved a genuine advance in the transferability 
of European currencies. 

The philosophy of the free market under which Britain’s economic policy 
had evolved since 1952 can still find some incongruities in the operation of the 
European Payments Union. One is that settlements are made at official 
rates of exchange. Another is that payments are only partially made in 
gold and that for the rest credit is made available on entirely automatic 
terms. It should not be surprising that there are also serious practical 
incongruities in the co-existence of the European Payments Union with 
relatively free foreign exchange markets. Merely the clearing facilities of 
the Union make it possible for other countries to withhold their earnings of 
sterling from E.P.U., sell sterling in the market and remain short of it for 
periods of up to six weeks—namely, from the beginning of a calendar month 
up to the date of the settlement for that month. This gift to the bear 
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speculator can be costly indeed—as is apparent from the recent pressures. 

These defects needed to be remedied if the European system was to live 
up to the clause in the E.P.U. preamble that defines it as a provisional organiza- 
tion and as marking a step towards the creation of a fully multilateral pay- 
ments system. When, therefore, the E.P.U. was last renewed, in the summer, 
the British delegation insisted first and foremost on a “ break ”’ clause that 
might be invoked to terminate the agreement before it had run its full twelve 
months’ course. In the provision for post-E.P.U. arrangements, it insisted 
on doing away with the principle of extension of credit on automatic terms 
(except such automatic credit as is inherent in any system of periodic settle- 
ments) and with the principle of settlements at fixed parity rates. Finally, it 
pressed for greater flexibility of exchange arrangements, and while it was not 
successful in carrying through its original demand—which appears to have 
been for margins without limit—the compromise that provides that rate 
margins shall be kept ‘‘as moderate and as stable as possible ’’ permits a 
substantially greater latitude than exists at present. 

The complete official documents of the Paris agreements now published 
permit a reconciliation of some of the vague and even conflicting impressions 
given by the early press reports. The decision of the O.E.E.C. council was 
that E.P.U. should be renewed until June 30, 1956. The main change intro- 
duced in this amended version of E.P.U. was the stiffening of the gold credit 
settlement ratio from 50:50 to 75 per cent. gold and 25 per cent. credit. In 
the prolongation agreement, this change was justified as “‘ an important step 
in preparation for the move to convertibility; it will reduce the financial 
incentives for member countries to maintain discriminatory restrictions on 
imports of goods and services from the dollar area’. It was pointed out in 
the preamble to the agreement that once convertibility was achieved the 
present automatic credit facilities would cease to exist and that it was 
therefore desirable that member countries should accustom themselves to 
competition from dollar goods and services and to the settlement of their 
balances with other member countries on a basis that would approximate more 
closely to the conditions that will obtain under convertibility. ‘‘ A hardening 
of the Union’s settlement terms in this way has some of the advantages of a 
move towards convertibility without involving the acceptance by member 
countries of all the risks attaching to such a move ”’ 

The termination clause of the new E.P.U. agreement provided that the 
Union would come to an end when notice was given by member countries 
holding at least one-half of the quotas (a combination that would be satisfied 
by the United Kingdom, Germany and the Benelux countries). In the event 
of termination, a new system of financial co-operation between the countries 
of Western Europe is to come automatically into effect. This will include a 
European Fund to provide short-term credit facilities; a new, and quite 
independent, multilateral system of settlements; and certain agreed amend- 
ments to the code of trade liberalization. The Council made no attempt to 
define the details of the new payments system. That was left to a working 
party of financial experts, which met in Paris in the heat of the summer. 
These experts were instructed to take account of the effects of the exchange 
rate policies of any member country and to attune any payments system they 
might devise to the possibility of a measure of flexibility in exchange rates. 

A major change made by the proposed system will be the divorce of the 
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clearing from the credit function. The fact that there will be machinery for 
multilateral compensation will, of course, enable member countries to obtain 
some credits from one another between the moment at which they get into 
deficit until the day of the next compensation; but these are technical short- 
term facilities, of the same class as those that obtained under the Tripartite 
Agreement. Assuming the compensations to take place monthly—no specific 
interval is laid down in the agreement—this short-term credit, which is to be 
known as “interim finance’’, could not run for more than thirty days. 
Moreover, the limits of amounts that may be raised—or granted—in this way 
have been strictly defined; the limit in the case of sterling, for example, is 
only £23 millions. 

One of the basic obligations on all participating countries will be to declare 
margins beyond which they will not allow the value of their currencies to 
fluctuate in terms of a given standard, the choice of standard being the U.S. 
dollar, gold or any other convertible currency. This obligation will not apply 
to the countries whose currencies are not quoted on the market, notably 
Turkey, Iceland, and Greece, but this exclusion is without significance, as 
these are not currencies in which any international trade is invoiced. 


THE SETTLEMENTS AND THE MARGINS 

The form in which settlements are to be made through the multilateral 
clearing is effectively designed to encourage settlements through the exchange 
markets and between central banks before the periodic compensations, and it 
is not expected that the amounts that will be brought into the monthly 
settlements will be large. The deterrent applied to members in using the 
monthly compensation will be provided by what is the most revolutionary 
departure from the principle of the E.P.U. compensation, namely, settlement 
at the extremes of margins between buying and selling rates notified by 
central banks—in contrast with the E.P.U. arrangement of settlements at 
parity. The effect of making settlements at the extreme rates as proposed in 
the post-E.P.U. system will be clear from an example. Suppose that the 
United Kingdom decided to establish a margin of permissible fluctuation for 
sterling of 3 per cent. on either side of parity, which on the basis of the 
existing parity would mean a tolerance of fluctuations of $2.71} and $2.88}; 
these would then be the rates applicable to the compensation—the lower rate 
for U.K. debits, the higher for U.K. credits. If the United Kingdom were a 
debtor during any one period and other countries had acquired sterling and 
had delayed selling it in the open market, they would then have to sell that 
sterling in the monthly compensation at the least favourable rate. This 
would be the lower limit cross-rate, equivalent to $2.714, the figure at which 
the Bank of England, acting for the Exchange Equalization Account, stood 
ready to buy sterling against dollars. Conversely, if the United Kingdom 
were a creditor and brought its francs, guilders and marks into the monthly 
clearing, it would have to sell these at their respective central banks’ buying 
rates for their own currencies. But, in normal circumstances, the rates quoted 
in the open markets will lie well within these official margins; and the 
central banks concerned will accordingly naturally tend to sell their foreign 
currencies in the market before they have to bring them into the monthly 
compensation. 

The question of the margins is clearly the most important aspect of the 











284 THE BANKER 


———_ 





new agreement. The agreement specifies that each country shall be free to 
determine on its own initiative what the margins shall be. Once determined, 
however, they must be maintained “ until notice has been given to all other 
central banks and to the Agent of the country’s decision to modify such 
margins ’’’. It should be reiterated that it is the intention of all participating 
countries that the margins should be “ as moderate and as stable as possible ”’, 
Even with this reservation, however, the agreement opens the door to greater 
flexibility in exchange rates than has prevailed hitherto. It even provides 
for the possibility of a change of margins within a settlement period. Details 
are given as to how in that event the settlement will be made and what buying 
or selling rates will apply. 

The settlements in the clearing will be made 100 per cent. in dollars. If 
any member country desires any credit other than the interim finance it must 
seek it through the “‘ European Fund ’’. The fund will grant credits in gold 
or dollars for periods generally not exceeding two years; it will have total 
resources of a maximum of $600 millions. In granting its facilities, the I'und 
‘‘ will take account of the way in which the country concerned is complying 
with any recommendations that may have been made to it with regard to the 
various aspects, internal and external, of its financial and economic policies 
and of the degree to which its trade is subject to control or restrictions ”’. 
The powers of the management board that will operate the Fund are thus to 
go well beyond those of either the managing board of the E.P.U. or the 
executive directors of the International Monetary Fund. The new organiza- 
tion will indeed enjoy an important measure of supra-national authority. In 
sum, the blueprint outlined for a world of convertible currencies lays the 
major emphasis, and how rightly, on self-help and on the maximum use of 
market mechanisms. It is in this sense, rather than in its provision for 
greater flexibility of rates than exists at present, that the proposed system 
represents a move towards the principles of the pre-war system. 





British Banks in Town and Country 
An Artist’s Sketchbook 


By Geoffrey S. Fletcher 


OT often are imitation half-timber buildings really worth study. Most 
of the ‘‘ roadhouse-Tudor’’, as the style has aptly been termed, is 
entirely devoid of character and life—though often amusing enough in 
public houses where everything (including on occasion the ale) would appear 
to be of Tudor vintage. Here in Ludlow, however, a gentle imitation is not 
out of place. Genuine style exists in plenty. Its wealth of Georgian build- 
ings, in particular, makes Ludlow one of the prettiest towns in England. 
The branch of the Midland Bank is early twentieth century Tudor, with a 
cosy Edwardian flavour and a moulded doorway that would do credit to any 
Perpendicular ruined abbey. Especially pleasing are the heavily leaded 
windows and the gables with elaborate barge boards. But it is a pity that 
the sign, like that of so many other banks, appears unduly plain and unimagina- 
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tive. There would surely be scope for more artistry, to suit the sign to the 
building. This has indeed been done in some bank buildings in the City. 

Ludlow’s pride is its great castle above the Teme, forming as it does a 
bastion to Wales. It was, in fact, used as a residence up to the reign of 
George I, and a very splendid one it was. Here on Michaelmas Night in 
1634, when the inhabitants banked only in their wooden chests or old stockings, 
was presented an enchanting performance of Milton’s Masque of Comus. 
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Dollars from Defence 


N recent years the spectre of a dollar problem as such has faded into the 

background, in both Britain and continental Europe. In Britain’s latest 

phase of external pressure, for example, the emphasis has been laid on the 
need to improve the payments balance with all areas, notwithstanding the 
fact that the greater part of the deterioration has been suffered on dollar account. 
The demise of the early post-war dollar fixation is of course attributable 
fundamentally to the improved balance that has been attained between the 
dollar and non-dollar countries—which is in turn due largely to the advances 
that have been made in the competitiveness of the non-dollar economies. 
But the new-found equilibrium in world payments, reflected in the outflow of 
gold from the United States, is also attributable, and to an extent that is 
rarely appreciated, to the high level of dollar disbursements on non-commercial 
accounts. Britain itself now receives very little actual aid from the United 
States; but it benefits indirectly from the flow of dollars to the rest of the 
world, and directly from two large and growing channels of United States 
military spending—the off-shore procurement contracts and, to a still greater 
extent, from spending by and on account of United States forces stationed in 
the United Kingdom. 

The contribution of United States grants and military expenditures to the 
world’s dollar balance is shown in Table I. In 1954, for example, the surplus 
on current account amounted to $1,892 millions, even after debiting U.S. 
military expenditures overseas to the value of $2,595 millions, and without 
taking credit for shipments to the value of $3,132 millions of military goods 
under grants. Yet despite the fact that the outflow of U.S. capital was very 
nearly balanced by an inflow of foreign capital, the United States was a net 
seller of gold, to the value of nearly $300 millions. The explanation is to be 
found in the non-military capital grants, totalling $2,158 millions, made by the 
United States to foreign countries. Together with the overseas expenditures 
of U.S. military forces (the grants tied directly to military shipments naturally 
have no effect on the net dollar balance) special dollar disbursements thus 
reached $4,753 millions. 

Broadly the same pattern of world dollar balance, and even slight surplus, 
produced by massive special expenditures and grants by the United States 
obtained in the first half of 1955. U.S. merchandise exports rose by over 
10 per cent., and despite an increase in military expenditures overseas to 
$1,400 millions the surplus on current account rose to $998 millions. but 
non-military grants rose to the high level of $1,372 millions in the half-year, 
so that despite a slackening in the outflow of United States capital and the 
maintenance of the inflow of foreign capital, the United States sold gold to 
the value of $64 millions. 

The weight of United States special disbursements in the world dollar 
balance will be apparent from a single and simple comparison. In the first 
half of 1955, outpayments of dollars on behalf of merchandise imports and all 
services, with the exception of those on military account, reached $7.1 billions. 
The dollars made available from the military expenditures and from Govern- 
ment grants overseas (excluding grants made directly in military shipments) 
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totalled $2.6 billions, or 364 per cent. of the amount emanating from com- 
mercial and ordinary Government transactions. 

At the same time, both Britain and continental Europe as a whole are 
actually repaying considerably more on past American loans than they are 


1e receiving in current aid. Receipts of defence aid by Britain in the twelve 
5 months to June 30 last—excluding receipts of military goods supplied to 
1e U.K. forces either by the United States direct or under off-shore procurement 
le contracts—totalled $164 millions, compared with $199 millions in 1953-54 and 
t. $331 millions in the peak year 1952-53. No further appropriations have been 
le made for 1955-56, though considerable credits are still available from the 
e 1954-55 allocation. It is estimated that at the beginning of July these 
>S undrawn credits totalled some $104 millions. These funds must all be used 
S. for the finance of imports of agreed commodities, including cotton, maize, 
of 
is TABLE I 
J FOREIGN AID IN THE U.S. BALANCE OF PAYMENTS 
d ($ millions) 
1954 1955 
1e Jan.-June July-Dec. Jan.-June 
S Current receipts : 
; Exports and invisibles... ua - $,640* g,124* 9,513* 
Tr . ead 
Current payments . 
n Military expenditures... bi i 1,307 1,288 1,400 
Other invisibles .. 4 - ee 1,391 1,552 1,540 
e Merchandise imports a - ins 5,272 5,032 5,509 
lS Current balance Pa - ee is + 670* +1,222* + 998* 
. — 
t Capital account : 
Grants for military transfers (— ) »» 1,819 - 1,313 n.a.f 
Is Other grants (net) ( — ) ; es ae — 1,033 — 1,125 — 1,372 
y Net outflow of U.S. Cé pital (—): 
Private .. ““ i ‘* — 6384 — 637 — 354 
t Government _ és e° 95 7“ 5 — 201 
e Net inflow of foreign c apiti il ne e- 696 703 702 
Gold sales .. id ¥ ws 64 234 O4 
e | : 
Errors and omissions - a o8 159 - 393 1603 
- * Excluding military transfers under grants as shown in capital account. 
y t $499 millions in January-March. 
IS | 
fruits, oils and fats, that are in surplus in the United States. Certain con- 
s, ditions apply to the use of the sterling counterpart of some of this aid; in 
S some cases the sterling equivalent has to be used to finance the construction 
oT of buildings for the use of U.S. military personnel in Britain at nominal rents, 
0 and in others it has to be passed on as aid to third countries, which can include 
it the colonies. Aid appropriations to Britain since the beginning of the U:S. 
r, fiscal year 1953-54 have been associated exclusively with the American farm 
e surplus disposals programme, except for $85 millions spent during 1954-55 on 
0 the manufacture of military aircraft in Britain for the use of the R.A.F. 

The U.S. foreign aid appropriations for the current year, indeed, make no 
ir further provision for any of the countries that were covered by the original 
t Marshall Plan. Some $85.5 millions is appropriated for Europe (excluding for 
I] this purpose Greece and Turkey), but all this is destined for Spain, Yugo- 
. slavia and Berlin. The cessation of new allotments will bear especially hard 
\- on Irance, which in recent years has received large grants in supplies and in 


3) dollars as support for operations in Indo-China. In the calendar year 1954 
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its cash receipts on this count reached $300 millions, and the flow was only 
moderately abated in the first half of 1955. It is now due to fall sharply. 

The lion’s share of United States aid is to-day enjoyed by Asian countries 
and the Near East. Of the 1955-56 appropriations, some $850 millions are 
allocated directly as defence support and development assistance funds to 
Asia (where the largest recipients are Korea and Formosa) and $114 millions 
to the Near East and Africa. The grand total of the appropriations, including 
grants to cover shipments of military goods, is around $2.7 billions, which is 
some $300 millions less than appropriations in 1954-55. Virtually the whole 
of the fall is attributable to direct military shipments, and will consequently 
have little effect on the outflow of dollars. 

The geographical distribution of special dollar expenditures overseas is very 
different from that of aid allocations. Total special expenditures in Europe 


TABLE II 
STERLING EXPENDITURES OF U.S. FORCES IN UNITED KINGDOM 
($ millions) 
July 1, 1954-June 30, 1955 
Payments to 


Expenditures of U.S. Army and U.K. .K. 
Air Force Government Civilians Total 
Departments and Firms 


Conversions for personal spending: 


Through base finance - - ~- 30.1 
Through American Express ol - — — 36.1 
Contractual payments - 8 + sgGeg 4-7 47.2 
Fuels and lubricants .. ‘<< - 0 0.6 4.9 5-3 
Current supplies sa ‘ a 1.3 8.1 9.4 
Salaries of U.K. civilian employees. ; : 9.8 — 9.8 
Payments by Air Force Exchange Service. . — = ~ - 15.1 
Miscellaneous payments , ~-- — 5-0 
158.0 
Total receipts by U.K.* Sa bis _ -— — 180.0 
Off-shore procurements through U.S. Army 
and Air Force si 79.2 39-4 118.6 


*As estimated in U.K. balance of payments figures ; comprises receipts from 
expenditures of all U.S. and Canadian Forces in the U.K. 


in 1955- -56 are expected to reach some $2.5 billions, some $200 millions less 
than in 1954-55. Most of the decline is suffered by France. It should be 
noted that around $1 billion of the total represents military expenditures by 
the United States forces themselves. The remainder mainly comprises ship- 
ments of military equipment by the United States and receipts under off-shore 
contracts, in some cases for supplies to home forces. 

In the past few years, about one-quarter of the dollars made available 
under the aid programmes of the United States has been spent in overseas 
countries. By far the largest share of these off-shore contracts, which have 
included the construction of airfields and other ground installations i in Western 
Europe and the equipment of French forces in Indo-China, has been awarded 
to France; but Britain comes a good second. At June 30 last the total value 
of such contracts granted within the United Kingdom had reached $670 
millions, of which some $450-465 millions remained outstanding. In the 
latest twelve months, to June 30 last, payments in respect of these contracts 
reached $112 millions, compared with $67 millions in 1953-54. The rate of 
payments may be expected to quicken further in coming months; though it 
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should be noted for the more distant future that there has been a marked 
slackening in the placing of new contracts. 

But the most important source of special receipts of dollars by Britain, 
and indeed the largest source of dollars earned by Britain on any account, is 
the spending of United States forces in the United Kingdom. This has now 
erown to such proportions that it warrants detailed analysis. In the twelve 
months to June 30 last these expenditures (including small sums on behalf of 
the Canadian forces in the United Kingdom) are estimated in the U.K. balance 
of payments figures to have reached $180 millions; in 1951-52 these expendi- 
tures totalled only $85 millions, but jumped to $155 millions in 1952-53 and 
$165 millions in 1953-54. These figures, it should be emphasized, do not 
include payments for military supplies delivered by Britain to U.S. forces 
under the off-shore procurement programme. The receipts in the latest 
twelve months’ period may be seen in perspective when it is reflected that 
they amounted to three times the proceeds from Britain’s leading export to 
the United States, whisky; to 40 per cent. of the value of all United Kingdom 
exports to the United States; and to 14} per cent. of the proceeds of U.K. 
exports to the dollar area as a whole. 


DOLLAR MARKET IN BRITAIN—WORTH $180 MILLIONS 

Besides providing this major prop to the dollar payments balance, more- 
over, the activities of American personnel in Britain have an important 
impact on the domestic economy. The extent of this impact is not appreciated 
in all parts of the country. The 43,000 United States military personnel, 
9,000 U.S. civilian employees and 28,000 dependents in Britain are for the 
most part connected with the bases of the U.S. Air Force, which are concen- 
trated mainly in East Anglia and the Midlands—though the U.S,A.F. head- 
quarters staff is in the outskirts of London. Its main supply depot is near 
Liverpool. It is the inhabitants of the eastern counties who gain the greatest 

-possibly, indeed, an exaggerated—impression of the weight of American 
spending in the British economy. They have grown accustomed now to 
some odd spectacles—such as the left-hand drive models of new English cars 
to be seen on offer in the smallest village garages—with prices marked in 
dollars (ex. British purchase tax). And they view with satisfaction or concern 
—according to their diverse interests—the strong inflationary influence on 
wages, rents and house prices exercised by the demands of the American air 
bases on the local economies. 

The sterling expenditures of the U.S. Army and Air Force in Britain—no 
detailed figures are at present available for the small Naval contingent—are 
detailed in Table II. The list includes $118.6 millions for supplies delivered 
under the off-shore procurement programme, payments for which are channelled 
through the U.S. service departments in Britain irrespective of whether the 
deliveries are destined for themselves or for other N.A.T.O. forces. Such pay- 
ments are made directly in dollars. The $9.4 millions paid for supplies for the 
current use of the forces is made in American account sterling, and the effect 
is, of course, the same as that of a dollar payment. The main item in this 
category is food—predominantly fresh vegetables, dairy and bakery products 
and some meats. By far the greater part of the forces’ food supplies are, 
however, shipped or flown direct from the United States. Similarly, the great 
majority of other consumer goods on sale to U.S. troops in the base sales 
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stores are obtained from across the Atlantic. Unfortunately, no estimate is 
possible of the proportions in which the expenditure of these U.S. forces is 
divided between goods and services supplied by Britain and by the United 
States. 

Of the $180 millions spent in 1954-55 (excluding, that is, the off-shore 
element), around one-third emanated from the personal expenditures in 
Britain by the U.S. personnel themselves; the rest comprised payments by the 
U.S. service departments for supplies received, and for services rendered by 
U.K. Government departments, private firms and individuals. The personal 
spending reached $66.2 millions. The only official breakdown of this figure 
relates to the method by which the sterling was obtained—$30.1 millions 
was obtained through immediate conversions of salaries in the pay offices of 
the bases, and $36.1 millions through subsequent conversion through the 
normal channel of the American Express, which handles military scrip as well 
as dollar currency. These personal outlays appear to have been spread fairly 
widely through the range of consumer expenditures. For the many families 
boarded away from the bases they embraced rent, food, furniture, other 
household goods and domestic service; whilst for all personnel a relatively 
high place seems to have been taken by entertainment and purchases of 
durable consumer goods, especially clothing and cars. It should be noted, 
incidentally, that where such purchases are ultimately taken to the United 
States (as most of them are, if only to ensure retention of the purchase-tax 
concession) they are classified in the U.K. payments figures under exports, 
not as invisible receipts. 

The largest single item of sterling expenditure by the service departments, 
aside from the purchases of equipment under the off-shore programme, com- 
prises payments for contractual services in connection with the upkeep of the 
bases themselves. The bases have only been leased to the U.S. Air Force; 
their ownership is vested in the Air Ministry, which is responsible for all con- 
struction works and maintenance. In 1954-55 payments on this account to 
the Ministry and other U.K. Government departments totalled $42.5 millions, 
whilst payments to civilian sub-contractors reached a further $4.7 millions. 
Another important item of expenditure is salaries to U.K. civilian employees 
working on the bases (but actually employed by the Air Ministry on behalf 
of the U.S.A.F.). Such salaries reached $9.8 millions, plus a part of the $15.1 
millions paid out in sterling by the Air Force Exchange Service (the U.S. 
Air Force equivalent of the Naafi). For the rest, $5.3 millions accrued to 
Britain from sales of fuel and $5 millions from miscellaneous payments. 

The receipts from American military establishments in Britain thus range 
over a wide field, and make a very substantial contribution to Britain’s dollar 
funds. Moreover, by far the greater part of them makes a true net addition 
to earnings—in contrast with receipts from off-shore contracts for military 
supplies, which impinge directly on resources that might otherwise go into 
exports of civilian engineering products. Locally, the impact of the bases 
may cause strains on labour and resources, though the disturbances are rarely 
large after the initial phase of construction is completed and once the local 
economy has had time to adjust itself to the large new source of demand in 
its midst. For the national economy, the dollar market in Britain is one of 
the unequivocally beneficial off-shoots of the cold war. 
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Australia’s Payments Problem 
Disinflation to Buttress Import Cuts? 
By J. O. N. Perkins 


CANBERRA, October. 
HE Australian import cuts that came into effect at the beginning of 
T oetober follow hard on the heels of the quite sharp cuts imposed in 
April. This quick succession must prompt observers to ask when, if 
ever, Australia will apply remedies such as would remove the necessity for 
the continuance and periodic intensification of these physical restrictions 
upon imports—measures that were officially said to be “‘ temporary ’’ when 
they were first resorted to three and a half years ago. On this latest occasion, 
however, the restrictions were announced in the course of a statement of 
economic policy from the Prime Minister, Mr. Menzies, that did indeed 
envisage other and more fundamental measures to deal with Australia’s 
payments difficulties. The statement seemed to show a new determination 
and an avowed readiness to take unpopular measures, should they prove 
necessary. If this attitude persists it should give far more cause for encourage- 

ment than previous efforts of the Australian authorities in economic policy. 

The restrictions of last April were originally expected to be sufficient, 
when fully effective, to restore equilibrium to Australia’s external accounts, 
which for the fiscal year to mid-1955 showed a deficit of £A256 millions, 
compared with £Ar18 millions in 1953-54. The estimate of export income on 
which the April cuts were based was at the time a reasonable one; but the 
start of the new wool selling season has seen prices considerably below last 
year’s. A further reduction of the country’s imports—to an annual rate 
some {A80 millions below that which is expected to prevail when the April 
cuts are fully effective—has therefore been estimated to be necessary if 
Australia’s accounts are to be in balance by the end of the current financial 
year, that is, by June, 1956. The cuts are detailed on page 320. 

The fall of £Ar42 millions in Australia’s international reserves during 
1954-55 and the further fall of some £A75 millions since then have reduced 
the reserves to about the same low level ({A350 millions in October) as 
that to which they fell when the original sweeping cuts were imposed in 
March, 1952. Now, however, the year’s major phase of export receipts is 
much closer than it was then, and the favourable effect of the April cuts on 
the balance of payments is only just beginning to be felt. On the other hand, 
the present level of stocks, which is not abnormally high, bears no comparison 
with the enormous stocks that were built up during the import boom of 1951-52. 

The deficit that is inevitable for the current fiscal year is likely to reduce 
Australia’s reserves to between {A250 and £A300 millions by next June; 
but the Prime Minister has emphasized that a decline to such a level would 
not be disastrous, provided that by then the fall had been arrested. Ina 
purely technical sense it would probably be feasible to carry on Australia’s 
overseas transactions with not much more than the £A7o millions or so of 
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working balances held overseas by the trading banks; but, of course, a country 
such as Australia, whose export receipts are liable to fluctuate violently, 
needs to keep an adequate overseas reserve against bad crop years (especially 
now, after the recent run of good seasons) or against the risk of a sharp fall 
in overseas demand for its exports, since there is always a lag of at least six 
months between efforts to reduce imports and the effective relief that results 
from such efforts. Moreover, a country borrowing overseas should probably 
hold substantial international reserves to promote the confidence of overseas 
investors. Australia has recently made two attempts to bolster its reserves by 
overseas borrowing. In October it successfully launched a loan in Montreal 
for $15 millions at 4 per cent., issued at 984; and a loan of $30 millions is 
reported to have been sought from the International Monetary Fund. 

In his statement, Mr. Menzies emphasized his Government’s determination 
not to allow a depreciation of the Australian pound. There is no reason 
whatever to regard this statement cynically, as an indication that the Govern- 
ment fears that it might be forced into a devaluation. In a country where 
wages are very closely related to the cost of living—even though they are 
not in general automatically related to it—a devaluation would be likely to 
lead merely to a wages-prices spiral that would leave the underlying situation 
as bad as before. This must be well appreciated by the Government. More- 
over, there is no political pressure for devaluation—which would probably do 
the Government harm rather than good in the general elections that are 
expected before long.* The payments situation would have to become a 
great deal worse for the risk of devaluation to become a real one; and the 
latest statements suggest a new determination to prevent deterioration. 

It is intended to pursue the policy of increased publicity for Australian 
exports overseas that has recently been set on foot, and to strengthen 
Australia’s trade commissioner service in other countries. It is also proposed 
to introduce an export credits scheme if a suitable one can be devised; it 
certainly seems that Australian exporters have suffered somewhat in com- 
petition with exporters in countries that have such schemes. These, however, 
are minor measures beside the need to restrain demand for imports, and 
perhaps to stimulate exports, by appropriate regulation of the domestic 
economy. The most heartening feature of the new policy, in contrast with 
that adopted on previous occasions of import cuts, is that this need is clearly 
recognized, at least in principle. Efforts are now to be made to remove the 
excess demand that has made the controls necessary—an excess that will, of 
course, tend to be made all the greater by the contraction of imported supplies, 

Whether these measures will, in the event, prove strong enough remains 
to be seen. In the first place, there is to be a cut of about 10 per cent. in 
the Government’s public works programme for the current year. In a 
country with such a large annual growth of population and such a poor 
transport system, at least some of the cuts involved may not yield any true 
economy in the long run; but they can give relief in the short run, and it is 
certain that this lead from the Government may have considerable psycho- 
logical effect on other sectors of the economy. 

The call for restraint in spending had been backed up, during the fortnight 
or so before the Prime Minister’s statement, by discussions with leading 








* Now announced for December 10.-—ED. 
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business interests—retail trade, commerce, banking and hire purchase. Most 
publicity has been given to the undertaking given by leading hire-purchase 
firms to restrain the growth of their business in the period to June, 1956, to 
not more than 10 per cent. above the present levels. Since the boom in 
Australia has been, as Mr. Menzies emphasized, largely a consumption boom, 
and since it has been greatly stimulated by the rapid expansion of hire 
purchase, this undertaking is to be welcomed. It is being supported by the 
placing of a minimum deposit of one-third and a maximum time for repay- 
ment on purchases of cars. Credits on motor accounts make up about 80 per 
cent. of all hire-purchase balances outstanding; and the leading companies 
are prepared to impose a minimum deposit of 15 per cent. on purchases of 
household and electrical goods provided all firms agree to do likewise. The 
Prime Minister himself has, however, spoken of differences of opinion among 
the companies. Ways are being examined of controlling hire purchase, but 
the powers of the Federal Government in this field are a matter of doubt.* 


Is THE LIQUIDITY SQUEEZE WORKING ? 

Far more promising than these experiments in control by “co-operation ”’ 
(which are clearly in some measure a substitute for politically difficult 
budgetary action) is the tighter credit policy announced earlier in September. 
This took the form of an instruction from the Governor of the Commonwealth 
Bank to the trading banks, a move reinforced since then by discussions 
between the Prime Minister and the heads of the trading banks. The banks 
were asked by the central bank “‘ not to approve new or increased accom- 
modation of any magnitude for capital expenditure and not to enter into new 
commitments involving increased accommodation for the financing of imports’’. 
This call for restraint has since been backed up by certain passages in the 
Commonwealth Bank’s annual report. This recalled that the previous year’s 
report had referred to the need for restraint in granting bank advances, and 
had suggested that it was desirable for the banks to observe a ratio of liquid 
assets (including Government securities) of about 25 per cent., subject to 
seasonal and other short-term variations. To assist the banks in raising 
their liquidity ratio towards that level, the Bank explained in this year’s 
report that in the early part of 1954-55 it had made substantial releases from 
special accounts to offset some of the decline in the banks’ liquidity that was 
caused by the fall in their London funds. These releases were designed to 
leave the banks with liquid assets that would give them reasonable freedom 
of action but which would still call for some restraint on their part. But 
when advances continued to grow in the first half of 1955 the Bank kept its 
releases below the amounts originally contemplated. Taking 1954-55 as a 
whole, releases from special accounts totalled £A71 millions, compared with 
a total loss of overseas reserves by the banking system of just twice that 
figure. Advances rose over the year by fAr4o millions, and the average 
liquidity ratio, so far from rising, dropped from 21 to 18 per cent. 

It is clear that the banks, taken as a group, do not wish to adopt a 
liquidity ratio as high as that suggested last year by the central bank; if it 
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* For details of the scale of hire purchase in Australia, and a discussion of the problem of 
control, see “‘ Australia’s Hire-Purchase Boom ”’, by D. C. Rowan, in THE BANKER last month. 
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wishes to establish this form of control, therefore, it will presumably either 
have to adopt a much sterner special accounts policy or to try to get the 
banks to work on a “ conventional ”’ liquidity ratio nearer to the banks’ own 
preferences. But it is certain that the banks feel their present level of 
liquidity uncomfortably low, especially as they face the prospect of another 
payments deficit this year. They therefore feel it in their own interests to 
check advances, quite apart from their acceptance of the representations of 
the Prime Minister and the central bank that this is necessary from the view- 
point of the economy as a whole. The communication to them by the 
Commonwealth Bank in the middle of September should at least have served 
the useful purpose of making it clear, by implication, that the central bank 
will not make future releases from special accounts to relieve any uncom- 
fortable strain on the banks’ liquidity if that results from their failure to 
check advances. The ratio of advances to deposits of the major private banks 
reached 65 per cent. in July and August, its highest since the period of 
exceptional strain on the banks’ liquidity in mid-1952. The slight fall in 
advances in August—against the seasonal trend—is the first sign that the 
banks’ tight liquidity ratios are having an effect in this sphere. 

Up to the time of writing there has been no indication that higher interest 
rates are to form part of the Government’s disinflationary policy, though it 
is true that the terms of the short-term bond issued in August were more 
attractive than formerly, and to an extent that suggested that the authorities 
might succeed in tapping by means of it some part of the flow of short-term 
funds that has recently been going to the hire-purchase companies. There 
has, however, been no decision to allow the banks to charge a higher maximum 
rate on advances (which is still 5 per cent.), which would allow a more rational 
allocation of the cuts in advances between less desirable and more desirable 
borrowers; nor to allow higher rates to be paid by the trading banks on fixed 
deposits. These rates, raised by } per cent. last January to 1}-2 per cent. 
for terms of 3-24 months, are still quite uncompetitive with savings banks 
rates or those paid by hire-purchase companies. It is probably in part for 
this reason that the Bank of New South Wales has taken the course of applying 
for official permission to set up a savings bank of its own. Another possible 
motive for this action that has been suggested is that the Commonwealth 
Trading Bank may be deriving considerable competitive advantage from 
sharing the same premises in its branches with the Commonwealth Savings 
Bank; “ the Wales ”’ may be hoping to profit from a similar sharing. But it 
is probable that a more compelling motive is the desire to attract deposits 
that would not be callable to special accounts—not, that is to say, without 
statutory action, which would be difficult to introduce, since new legislation 
would have to be made to apply also to the Commonwealth Savings Bank 
and the State savings banks. The Government’s attitude to the application 
of the Bank of New South Wales has not so far been made known. 

Whatever the ultimate success of the disinflationary measures now being 
discussed—and these may be reinforced by politically more delicate actions 
such as higher taxation or higher interest rates, once the general election is 
behind the Government—the import cuts should do something to relieve the 
strain on the sterling area’s gold and dollar reserve. But any direct relief will 
not be large, orrapid. In 1954-55 Australia drew no more than $119 millions 
net from the central dollar pool, compared with $97 millions in the previous 
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year—over a period when all the sterling countries were relaxing their dis- 
crimination against dollar goods. The latest cuts, it should be emphasized, 
are to be applied to dollar goods only in the same degree as to goods from 
other sources (which may imply, incidentally, that the sterling area finance 
ministers when they met at Istanbul made no agreement to impose tighter 
dollar import restrictions in order to check the drain on the central reserves). 
Australia’s cuts should save about $37 millions of dollar expenditure (compared 
with 1954-55 expenditures) in a full year, but only a quarter of that figure 
can be expected to be saved during the current financial year, since the cuts 
will not affect the flow of goods into Australia for another six months. 
Similarly, Australia’s spending in O.E.E.C. countries will presumably be 
reduced below recent levels by about the same proportion as her total imports 
—which should lead to an ultimate saving per year of some {£24 millions 
(sterling)—or, at the present rate of 75 per cent. gold settlements in E.P.U., to 
a relief for the gold reserves of some $50 millions in a full year. But the 
bulk of Australia’s import cuts will, inevitably, be concentrated upon Britain 
as her principal supplier, and, when both the April and October cuts are fully 
effective imports from Britain should fall from £A378 millions in 1954-55 to 
an annual rate of about {A285 millions. How much of this saving, equivalent 
to some £75 millions sterling, will result in an indirect gain to the central 
dollar reserves will mainly depend, of course, on the extent to which British 
exports that would otherwise have been sold to Australia can be diverted to 
Europe or North America. 

The crucial issue in Australian economic policy is how far the import 
restrictions will be allowed to protect still further the less economic domestic 
secondary industries, or how far the Government’s disinflationary measures 
will be sufficient to restore a genuine balance of Australia’s accounts that will 
permit the relaxing and ultimate abolition of the import restrictions. It 
seems too much to hope that any Australian Government would be able to 
apply enough disinflation to reach an equilibrium without any import controls 
at all (unless, perhaps, it were willing to devalue—which, as has been sug- 
gested, is not at present an acceptable alternative). It may be hoped, however, 
that such tariff revision as may be found necessary to maintain employment 
in those industries most open to overseas competition will be effected as soon 
as possible so that the arbitrary and inefficient protection afforded by the 
quantitative restrictions may be dispensed with. If that were done, it is 
possible that a politically strong Government—such as the present coalition 
promises to be immediately after the coming elections—could afford to take 
stern enough measures to remove excess demand and to encourage the flow 
of resources to those industries that could do most to increase export earnings 
and to save imports most economically. It remains to be seen whether the 
disinflationary measures so far announced will be taken far enough. It may 
be too much to hope that a country such as Australia, exposed to sharp and 
violent fluctuations in its export income, will ever feel willing to dispense 
entirely with the convenient weapon of direct restriction of imports. But the 
Prime Minister’s apparently sincere avowal of readiness to take unpopular 
measures if necessary, his sound analysis of the current problem, and the 
resclute lead he has given, certainly afford more ground for optimism than 
any previous statement of economic policy by the Australian Government in 


recent years. 
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How Strong are the Money Weapons? 
The Governotr’s Appraisal 


UCH official comment has emphasized the limitations rather than the 

strength of the money weapons in present conditions. That has even 

been true of the occasional comments from the Governor of the Bank of 
England. In his speech at the Bankers’ Dinner this year, however, he made 
a much more detailed statement on this theme than usual, and the result was 
a balanced appraisal that perhaps gave as much weight to the positive factors 
as to the negative ones. Interpretation of this important statement must be 
a matter of individual judgment, and for that reason we are reproducing the 
relevant portion of the speech in full below. 

Mr. Cobbold credits the measures of February 24 with (1) an “ immediate 
and decisive ’’ effect on sterling, (2) a contribution to the improvement in the 
terms of trade, (3) the gradual building up, against a general atmosphere of 
boom, of resistance to an exceptionally heavy demand for credit. The initial 
domestic results were disappointing, ‘‘ but, from April onwards, the measures 
were probably more effective than has generally been supposed. Without 
them there is little doubt that bank advances would have climbed much more 
steeply and the upsurge of hire purchase might have got out of hand ”. 

On the negative side, Mr. Cobbold points out that credit policy directly 
affects a smaller proportion of the economy, both as to investment and con- 
sumption spending, than it used to do; that its effects upon private spending 
can be outweighed by the actions of the public sector; that its immediate 
impact on consumption may be outweighed “‘ by the level of earnings and by 
fiscal policy ’’; that high tax rates make business people less sensitive to an 
increase in interest rates; that international capital movements, though not 
insensitive, are also less sensitive to interest rate changes than they used to 
be; and that the high level of expenditure and borrowing by the public sector 
has this year made the task of the monetary authorities more difficult, ‘‘ both 
psychologically and in technical management’”’. For all these reasons, 
“people at home and abroad are now waiting eagerly for action by H.M. 
Government ”’. 7 

In spite of these limitations, the Governor concluded, monetary policy 
exercises a “‘ gradual and pervasive influence over a much wider field ’’ than 
that upon which its direct impact falls: and although it would be most unwise 
to blunt the instruments “ by loading them with more responsibility than 
they can effectively discharge ’’, it would be equally unwise not to make full 
use of them. 

That is a very different conclusion from the one commonly drawn by 
those who most emphasize the limitations. A common supposition is that, 
because of the limitations, it is pointless to push monetary pressure beyond 
a given point—as represented, for example, by a given level of Bank rate or 
a given level of gilt-edged. Yet the broad conclusion to be drawn from this 
year’s experience surely is precisely the opposite of the one popularly urged 
against monetary policy before it was revived. Then it was repeatedly 
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contended that it inevitably worked with unconscionable harshness, and 
unless used with extreme delicacy (and virtual impotence) it would be bound 
to involve a return to the bad old days of mass unemployment. In fact, the 
lesson that is beginning to emerge is that nowadays a stronger monetary 
action may be needed to produce a given effect than would have been required 
formerly. In other words, the risk of excessive results has been lessened. This 
means, moreover, that if the delay experienced this year in getting orthodox 
pressure to work upon bank advances had been foreseen and understood, it 
would have been safe to toughen the policy so as to shorten the delay. 
Beyond the limits set by administrative and technical factors, this delay is a 
function of the firmness of official policy—and, most notably, of the speed 
and determination with which it extends its action beyond the short-term 
market into the gilt-edged market. 

These, however, are lessons that are only just beginning to be studied. 
Most people, instead of considering the real reasons why the squeeze on 
advances developed slowly, and how it could have been accelerated, are still 
bemused by the fact of delay and by the widespread deduction from it that 
the monetary weapon itself would be blunt and ineffective. It was right and 
sensible to ponder the limitations; but this line of thinking is now in danger 
of being overdone. Although monetary policy could have worked more 
quickly and more effectively this year if the techniques had been fully under- 
stood, it has now—as the Governor himself remarks—‘“ got into its stride ”’ 
It is likely, unless deliberately relaxed, to have much stronger effects than 
many people yet realize. 

It should be observed, too, that even within the public sector the policy 
has, or can have, a much more considerable effect than is commonly assumed 
—provided that that sector is not deliberately and artificially insulated. 
The insulation has now been broken down in the borrowings of the nationalized 
industries and the local authorities, and soon, it seems, it may be weakened 
in the structure of rents. 





Extract from Mr. Cobbold’s Speech 


(Delivered at the Bankers’ Dinner in the Mansion House on October 4, 1955) 


HE post-war use of monetary controls is still experimental. This is not an 
"T vexac science. Nobody can tell precisely what effect measures have had or 

precisely what would have happened if other measures had been adopted. 
Different opinions can reasonably be held and final conclusions will only be 
possible much later. 

Since the late autumn of last year monetary policy has been directed to steady 
and progressive tightening. By the turn of the year short-term rates had moved 
up sharply, the existing level of Bank rate was effective, and the technical 
foundations had been laid for further monetary action. To carry the process a 
stage further and to give a warning signal, Bank rate was raised in January. 
This warning was largely disregarded. In February a further rise was judged 
necessary: the Chancellor also announced measures to restrict hire purchase and 
to deal with the market in transferable sterling. 

On the foreign exchange position the effect of these combined measures was 
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immediate and decisive. The disturbing markets in cheap sterling which had 
been growing up over the previous four months disappeared almost overnight and 
have since given very little trouble. Sterling generally took on a more favourable 
look, which it retained until July, when bad trade figures came out, doubts were 
expressed about the effectiveness of our anti-inflationary measures, and rumours 
circulated about changes in our exchange arrangements. 

At the same time the tightening of money, coupled with a similar but less 
pronounced tendency in the U.S.A., began to influence commodity prices, with a 
consequent improvement to our terms of trade. 

It is less easy to gauge the effect of the February measures and the tight 
monetary policy of the succeeding months on the internal economy. The imme- 
diate results were disappointing: for a month or so the view persisted that tight 
conditions would not be maintained for long and need not be taken seriously. 
But, from April onwards, the measures were probably more effective than has 
been generally supposed. Without them there is little doubt that bank advances 
would have climbed much more steeply and the upsurge of hire purchase might 
have got out of hand. Against a general atmosphere of boom and expansion, 
the steady pressure of monetary policy through those months was gradually 
building up resistance to an exceptionally heavy demand for credit. 

It became clear, however, during the summer that the banks would not 
succeed in bringing advances down quickly enough and to the necessary extent 
without the support of a statement of Government policy. The statement made 
by the Chancellor of the Exchequer in July greatly reinforced the technical 
‘squeeze’ and, although the banks still find themselves up against difficult 
problems, the tide of advances has turned. 

Experience since 1951 suggests certain conclusions about the use and effect of 
monetary policy in modern conditions: to some of these I have referred on this 
occasion in earlier years. 

The proportion of the economy which is directly affected by credit policy 
through the banking system, both as to investment and as to consumption 
spending, is much smaller than it used to be. With the enormous growth of the 
public sector, monetary action to restrict the borrowing and spending of indi- 
viduals, firms and companies can be outweighed by the action of Government, 
local authorities and the nationalized industries. Moreover, with the redistri- 
bution of income since before the war, the immediate impact of credit policy on 
consumption spending is outweighed by the level of earnings and by fiscal policy. 

Secondly, with present high taxation levels, business people are less sensitive 
to an increase in the cost of bank borrowing. International capital movements 
are less free than before the war and also less sensitive, though by no means 
wholly insensitive, to interest rate changes. 

Thus, in its direct impact, monetary policy works on a smaller field than it 
used to. But it still exercises a gradual and pervasive influence over a much 
wider field. Bank rate movements are an integral part of monetary policy and 
still have their psychological effect. 

The experience of these years shows that it would be most unwise not to make 
full use of these instruments: it would be equally unwise to blunt them by loading 
them with more responsibilities than they can effectively discharge. 

In the past year the continuing high level of expenditure and borrowing on 
Government and other public account has hampered the effective working of a 
tight credit policy. Both psychologically and in technical management, it has 
made the task of the monetary authorities more difficult. Our friends and critics 
therefore greatly welcomed the definite statement made by the Chancellor of the 
Exchequer about public expenditure in his speech at Stamboul, and will be further 
heartened by his remarks this evening. People at home and abroad are now 
waiting eagerly for action by H.M. Government. 
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d The Coal-Steel Experiment 
re . 
rs By Michael Shanks 
‘ LTHOUGH it is made up of only six countries, the European Coal and 
Steel Community probably marks a more significant move towards 
rt economic integration than any other international organization. Its 
e- distinctive characteristic is its constitution as a supra-national body and its 
at possession of powers that ericroach on the economic sovereignty of its members. 
y. All the other major international economic institutions are essentially asso- 
1S ciations for co-operation; their member countries have conceded none of their 
- own sovereignty, but have merely agreed to attempt to exercise it in con- 
7 sultation with their colleagues. | In Luxembourg, in contrast, binding decisions 
wr affecting coal and steel firms within the Community, and the national govern- 
ments themselves, are taken by a simple majority of the High Authority of 
\t nine members, appointed on grounds of individual competence for six years 
it and removable only on a vote of censure carried by a two-thirds majority in 
le the Common Assembly. It is to this body, elected by and from the legislatures 
al of member countries, to which the High Authority is responsible, not the 
It national governments or parliaments. | 
The acts of the High Authority are those that would normally be taken? 
rf by the individual governments and bureaucracies in Paris, Bonn, Rome, 
7 Brussels, The Hague and Luxembourg itself. They may include the levying 
" of taxes on coal and steel firms, the imposition of fines on firms violating its 
. rules, and inspection of companies’ books to the same degree as national tax( 
e inspectors. The decisions and acts of the authority are, moreover, outside the 
a jurisdiction of national courts: instead, they may be challenged before the 
’ Community’s own court of justice, consisting of a tribunal of seven judges. 
- It was, of course, this supra-national character of the Community that, 
n formed the underlying reason for Britain’s refusal to join it. 
The function of the Community is to create and maintain a common 
: market within the six territories in coal and steel, and to foster the national 
' expansion of these industries and increased well-bemg of their workers. The 
: authority is accordingly concerned not onty—withimport restrictions and 
t tariffs but also with investment policy, movement of labour, differential 
h freight charges, dual pricing for export and home sales, and a host of minor 
| matters. For more than two years now coal and steel have been traded 
freely throughout the community without hindrance of either direct 
e restrictions or tariffs; and important steps have been taken to unify the 
s basis of freight charges and the supply of scarce materials, such as scrap. 
But the High Authority has not been content merely to reduce frictions on 
‘ trade between the existing coal and steel industries; it is also working 
towards the amendment of the geographical structure of the two industries 
: within the community on the most economic lines. To this end it has . 
. exercised a notable influence on investment. : 
r The activities of the Coal-Steel Community have had far-ranging impli- / 
y cations. In the first place, the remarkable extent of the nae erred 
ea —_— le cachainaiidais tic caea 
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within the Community that has followed the elimination of trade barriers 
may have been in part responsible for the very modest scale of the expansion 
in trade between the Community and outside countries—including Britain, 
which is linked to the Community in a “ council of association ”’ that involves 
mutual consultation, but little more. But the Luxembourg organization has 
impinged not only on trade in coal and steel in the outside world but also 
on other facets of the economies of the six member countries themselves. It 
is inevitable that the steps taken to integrate the coal and steel industries 
should have their effects on other industries; and, equally, that a complete 
integration should be impossible without the extension of the process to the 
adoption of common financial, economic and social policies. Differences in 
these may distort the geographical distribution of the industries in the same 
way as did direct barriers to trade. This underlying weakness of an economic 
federation restricted to two industries was fully recognized by the Com- 
munity’s progenitor and founding father, M. Robert Schuman. He regarded 
his plan, first mooted in a memorable speech in May, 1950, simply as a first 
instalment of economic federation, which sooner or later would have to be 
extended to other fields if it were not to fail in its purpose. 

The future of general economic integration in Europe was considered last 
June by the Foreign Ministers of the six countries, at the unlikely venue of 
Messina. The outcome of this meeting was a compromise between the eager- 
ness of the Benelux countries and Italy for further advance on the one hand, 
and the caution of France and to some extent Germany in allowing further 
inroads on economic sovereignty on the other. M. Jean Monnet, the architect 
of th nity, its president and the most ardé@nt advocate-of further inte- 
gration, was allowed to resign and was replaced by a less militant ‘‘ European ”’, 
his fellow-Frenchman M. René Mayer. At the same time the Foreign Ministers 
decided to set up study groups to examine the possibilities of integrating 
Western Europe's transport systems and its fuel industries—gas, electricity 
and, above all, atomic energy. They also considered the case for a complete 
customs union and the harmonization of social policies by the six member 
countries. These study groups, with representatives from the United King- 
dom, met in Brussels throughout the summer, and a further meeting of the 
Foreign Ministers took place in early September in the Netherlands. It 
should soon be apparent whether the movement for greater European unity 
is to take a second major step forward or whether it is condemned to at least 


temporary stagnation. 
Within the limitations imposed by its constitution, the Coal-Steel Com- 


munity has done an outstandingly good job. Its task was the establish- 
ment by 1957 of a common market for coal cad steel Eheanghout the ix 
mémber counties. by eltmivating all artificial restrictions to trade. It. has 
already ended dual pricing and achieved the dismantling of tarifls, quotas 
and currency restrictions. The one remaining overt form of discrimination 
within the area, apart from certain subsidies, is the practice of differential 
charging for freight according to country of origin; and by May 1, 1957, this 
discrimination, too, will have been ended. 

There can be no doubt that industry has benefited from this injection of 
liberal principles. The introduction of international through rates for coal 
‘ and iron-ore has already led to a saving to producers of £34 millions a year, 
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2 and by May, 1956, the saving will probably be around £5 millions a year. 
* The abolition of trade restrictions has enabled the coal and steel producers to 
ws take full advantage of their natural markets and sources of supply—which 
be as often as not lie across national frontiers. Thus, France has gained a new 
) market for its steel exports in Southern Germany, and Luxembourg sells 1ts 
Tt steel in France and Germany on equal terms with the domestic producers. 
. . Ruhr coal producers have free and equal access to their natural markets ‘in 
te Holland and Belgium, French industrialists to Ruhr coal, and steel producers 
h in Belgium and the Ruhr to the pig-iron and iron-ore of Lorraine; whilst the 
- Italian steel industry is able for the first time to get scrap at reasonable prices. 
7 In consequence, trade in steel between the member-countries has risen by 
es something like two and a half times in the last three years, and trade in coal 
7 by about 30 per cent. Exports of coal to outside markets rose by about 
ws 70 per cent. between 1952 and 1954, but steel exports rose by only 1} per 
a cent. and steel imports by 25 per cent. It is plain, however, that for the 
as most part the striking expansion of trade between the six countries represents 
a more economic use of resources within the Community, and not a diversion 
“a of trade from outside channels. _ 
of The Community has been designed to create not only a common market ) 


but also a free and expanding one. It accordingly has obligations to disrupt 


T- “ : ' 
cartel agreements; to facilitate the finance of investment; stimulate research; 

d, ae 

a aid redeployment of labour; and to help to raise living standards among the 

ot coal and steel workers. It is not surprising that the High Authority, lacking 

re as it does any general powers over economic and social policy, has made less 

” progress in these wider tasks than in the removal of the direct impediments 

' to trade. 

TS 

1§ WAVERING FROM LIBERAL OBJECTIVES ? 

y Perhaps the most difficult problem for the authority is the breaking up of l~ 

te | YY a . ; i 

wr the cartels, which exercised a stranglehold on Western Europe’s coal and steel 


: industries before the war. The authority has been criticized for its tardiness 
5 in coming to grips with this issue. But regulations against monopolies tend 
to produce as many pitfalls as palliatives; and a special difficulty is presented 
' by the fact that some of the European coal cartels are operated by official 
y bodies. Nevertheless, some progress has been made—notably by the de- 





” cision this summer to break up the Ruhr coal-selling syndicate, the powerful 
s GEORG (Gemeinschaftsorganisation Ruhrkohle) into six competing units. It 
" is still too soon, however, to tell whether the six will in fact compete. The 
“a German coal-owners have yet to agree among themselves on the details of the 
a proposed new structure. On the other hand, the Brussels export cartel of 
ne the continental steel producers is still intact, and there is not much likelihood 
ss of the High Authority taking action against it in the near future. 
te In other respects, too, the Coal-Steel Community has been obliged to 
Pe waver somewhat from the liberal policies envisaged by its founders. Quite 
aside from the pressures of the dirigistes, the demands made on the High 
of Authority in consequence of the current boom have tended to carry it into 
al an increasingly positive réle vis-a-vis industry; and the question arises whether 
" the authority will find itself pushed by the pressure of events into a central 


planning agency. On the other hand, the limited sphere of the authority’s 
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influence and powers does act as an effective barrier against the execution of 
any far-ranging and comprehensive economic plan. 

A key test of the practical philosophy and effective powers of the 
authority is its attitude to investment. Gross investment in Western 
Europe’s coal and steel industries has risen appreciably since the inception 
of the Schuman Plan, largely because the growth of competition has put a 
premium on modernization. Total investment in steel in the six countries 
rose from $577 millions in 1952 to $629 millions in 1954, and investment in 
coal from $533 millions to $600 millions. The increase can be attributed in 
part to the stimulus of the greater competition; but it is important to note 
that the distribution of the investment has been markedly different from the 
pattern that would have emerged either under a single centralized planning 
authority or under full and free competition. The distortions have resulted 
from differences in capital markets and, more important, in national economic 
policies. 


The pattern of investment is shown in the accompanying table. Perhaps 
the most strikin feature of the the very heavy proportional invest- 









Tle i 2d _ French coal industry —an industry that runs at a 
eavy financial loss and that, nevertheless, has to “be TH pro otected by restricting 
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INVESTMENT IN STEEL AND COAL, 1952-54 


Gross Investment per Ton Produced (in U.S. dollars) 


Luxem- 
Belgium France Saar Germany [talyv bourg Holland 
Steel 
1952 5.5 19.0 8.2 11.0 4.2 7.0 32.4 
1953 S.6 22.3 7.9 13.0 20.0 Q.2 S.90 
1054 7-5 21.5 a3 14.1 13.1 10.0 13.3 
Coal 
1952 oe 1.54 4.07 2.29 1.43 — -— 2.03 
1953 2. 1.72 4.45 1.47 1.04 — — 2.50 
1954 _ 1.52 4.90 1.57 1.73 = a 2.66 


sales of fuel oil. This investment has indeed had most impressive effects on 
productivity. But it is at least open to question whether a good deal of the 
money might not have been used more profitably in the Ruhr. Investment 
in steel has likewise been particularly high in France, partly because French 
steel producers have been able to raise capital from State banks at about ~_ 
the market rate of interest. THe narrow capital market in Germany, i 
contrast, has been characterized by exceptionally high rates, and inves mel 
have generally been financed from profits. 

The ability of the High Authority to induce a more efficient deployment 
of investment resources is strictly limited; on the major influences governing 
national investment policies it can at present only advise. It recently gave 
a warning, for example, that the present plans throughout the Community 
were likely to create a surplus of rolling-mill capacity (a warning that, inci- 
dentally, some people in Luxembourg believed to be misplaced). The 
authority can positively forbid an investment project in only one circum- 
stance: when it can show that the new capacity will need a permanent subsidy 
to keep it in being. No such case has yet arisen. 

The preparation and execution of a planned investment policy is especially 
difficult for coal, since the Community does not embrace competitive sources 
of energy such as atomic power, hydro-electricity and fuel oil, now a serious 
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rival to coal not only in France but also in Belgium and Holland. In Italy 
coal is of minor importance in relation to the other sources of power. No 
rational investment policy can be formulated for coal in isolation. It is 
significant that among the many proposals under consideration at the Brussels 
meeting was one for a European Investment Fund, to finance the joint 
development of Europe’s economic potentialities. 

The High Authority itself has in fact taken three important steps to 
ensure capital for the coal and steel industries. The first was the raising of 
a loan of $100 millions in April, 1954, from the U.S. Export-Import Bank. 
The loan is repayable in twenty-five years, carries interest at 3% per cent., 
and is being re-lent at a rate of 4.1 per cent. over the same period to 
fifty-four firms in the Community. These loans are being used to modernize 
underground and surface installations in collieries and iron-ore mines, and to 
build thermal power stations. The authority is now trying to raise a further 
loan in Holland. 

Secondly, the High Authority recently persuaded the Belgian Government 
to provide cheap capital for the modernization of its high-cost coal mines, as 
a guid pro quo for payments from the authority's equalization fund for 
temporary support. Thirdly, a particularly important project is the raising 
of $25 millions from within the Community to finance housing in certain coal- 
mining areas. So far $16} millions has been obtained in Germany, Belgium 
and Luxembourg; negotiations for further loans are under way in -France, 
Italy and the Saar. The loans will help to finance 15,000-20,000 housing 
units, intended to form the first stage of a five-year plan to build 100,000 
houses. The Community authorities recognize that housing shortages hinder 
the smooth transfer of labour that is needed if Western Europe’s antiquated 
coal and steel structure is to be streamlined; they estimate that an additional 
250,000 houses are needed for its 1,400,000 workers. The housing shortage is 
especially acute in the Ruhr. 

The High Authority is indeed specifically required by its constitution to 
ease the transfer of labour from industries made uncompetitive by the intro- 
duction of the common market. The industries chiefly affected are the 
Italian coal and steel industries, coal and steelworks in South and Central 
France, and the Borinage coalfield in Belgium. Altogether about 20,000 
workers have been affected by concentration schemes carried out since 1952 
—about 9,500 in Italy, 8,500 in France and 1,500 in Belgium. As a temporary 
measure, Italian and Belgian coalmines are being subsidized through the 
‘equalization ”’ fund, which is financed by the low-cost mines of Germany 
and Holland. The Belgian subsidy ends next June, and production will then 
probably be cut by between 5 and 10 percent. The Italian subsidy will end 
by 1959 at the latest, but in view of the more serious unemployment problem 
in Italy (the miners to be displaced in Belgium are also for the most part 
Italian migrants) the Italian Government wants the High Authority to find 
alternative jobs for the redundant miners. 

This raises an important issue of policy. Experience over the last few 
years has shown that labour cannot be induced to move from declining to 
expanding areas of the Community on an appreciable scale in a short period, 
and there is the prospect that a permanent labour surplus may develop not 
only in Italy but also in the declining high-cost coal and steel centres of South 
and Central France. To provide alternative employment in these areas would 
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be one of the main tasks of the proposed European Investment Fund. 

The process of concentration and mergers has been accelerated in the six 
countries since the inception of the common market. This appears to have 
been attributable primarily to the increased competition itself: especially in 
steel production, the smaller firms have found it difficult to keep pace with 
the technical developments required for survival. Permission to merge has 
to be obtained from the High Authority, but this is usually granted provided 
it is shown that economies will result from increasing the scale of production. 

The High Authority could unquestionably do more to guide and facilitate 
investment were it not for the distrust and suspicion harboured by some 
sections of industry. Some European industrialists—especially steel producers 
—profess reluctance to borrow from the High Authority at all. They regard 
it as a body that interferes with traditional business practices in what is felt 
to be a doctrinaire and political manner. They are also irritated by the 
annual levy that they have to pay to the Community. The levy provides 
the sole income of the High Authority, and is used to cover administrative 
expenses, to finance redeployment schemes, to guarantee repayment of Com- 
munity loans, and to pay for technical research. Under the Community’s 
constitution, it can be fixed up to a maximum of I per cent. of the value of 
production. Until July it was fixed at 0.9 per cent. Then, spurred on by 
business interests, the High Authority reduced the levy to 0.7 per cent., and 
from the end of 1955 it will be further reduced to 0.45 per cent. Some of 
the big industrialists point out that they would prefer to use their own money 
to finance investment rather than pay it into the Community for the privilege 
of borrowing it back. But this attitude is not shared by the small businessmen, 
who could not hope to raise funds on anything like such good terms as the 
High Authority, and who are consequently eager to borrow from it. 


‘FAIR OR FREE PRICES ? 

In coming months, the active réle of the High Authority is likely to grow 
in another direction, provoked by the growing scarcities resulting from the 
steel boom. Under its constitution, the authority can impose price controls 
and distribution quotas on products in short supply—just as it can impose 
limits on. production and minimum prices in conditions of recession. It 
now appears that controls may be applied to the shortage of scrap and 
coking coal. 

The scrap problem dates back to the establishment of the Community. 
The world market in scrap has always been noted for high prices and immense 
speculative fluctuations. Most steel-producing countries were able until 
recently to obtain all the scrap they needed from home supplies. But the 
Italian steel industry has always been heavily dependent on scrap imports, 
which before 1952 had to be bought on the world market. Since 1952, 
however, Italy has been able to buy freely from other Community countries, 
notably France. Further, Italy is helped in its imports from non-Community 
sources by a compensation fund, based on a levy on all steel producers in the 
Community, to lower the price of scrap imports into Italy to the level prevailing 
within the rest of the common market. 

As steel production mounted, there was a corresponding increase in the 
need for imports of scrap from the outside world. Last year 700,000 tons 
were imported, compared with 450,000 tons in 1952. The Community scrap 





xX 
n 


iS 


Le 
Ss 


It 
e 


Ser DM DOD 


Wey CD SS 








THE COAL-STEEL EXPERIMENT 305 





importing agency has been given powers to buy for stock instead of acting as a 
buying agency for firms, and it is allowed to allocate these stocks as it thinks 
fit. At the moment it looks as if these measures, supplemented by a very 
effective economy campaign by the German steel industry, may be sufficient 
to obviate the need for rationing. But there will certainly be a continuing 
need for intervention by the High Authority in the scrap market, and the 
present bonus scheme on the use of pig-iron in place of scrap may eventually 
have to be reinforced by an ambitious investment programme. 

In recent months it has become clear that a similar and potentially more 
dangerous shortage is developing in Western Europe's coal industries. The 
High Authority is considering the application of emergency powers to set up 
an allocation system—which could have the effect of curtailing exports to 
outside countries such as the United Kingdom. Doubts are growing in 
Luxembourg about whether a free market is feasible for coal any more than 
for scrap: since for both products a free market tends to induce a severe 
increase in prices. There appears, indeed, to be a general tendency in Com- 
munity thinking now to substitute “ fair’’ for “‘ free ’’ pricing. The concept 
of ‘‘ fair ’’ prices inevitably involves more intervention by the High Authority. 
Company books are inspected and firms violating the Fair Trading Code 
fined. The requirement of fairness appears to demand that prices should 
protect the consumer from victimization, and bring about a closer relationship 
between price and production costs. The intention is that prices should not 
be allowed to soar, as they have done in previous European booms. It is 
contended that the more gradual price rise that has characterized the present 
boom facilitates forward planning by both producer and consumer, and avoids 
both the rigidities of Socialist price controls and the speculative hazards of a 
fully free market in a time of inflation. 

A further instance of the centripetal force of the Community is provided 
on the labour front. Since the establishment of the common market the 
trade unions of Western Europe have shown a marked tendency to join forces, 
and there is a growing movement towards equalization of wages and/or social 
benefits in all member countries. It may not be long before collective bar- 
gaining is centralized for the coal and steel workers of all six countries. 

The policy of the Community in these various spheres is plainly of direct 
consequence to Britain. Britain’s relations with the Community are still in 
the melting-pot. The mutual consultations between the U.K. observers in 
Luxembourg and the Community officials for the most part take the form of 
an exchange of information. The subjects include trade restrictions, price 
structures, development plans, technical research and health and safety 
measures. One of the greatest obstacles to closer association is the reluctance 
of the British steel industry to become involved in any future struggle that 
may take place between the High Authority and the continental steel pro- 
ducers’ export cartel in Brussels. The British Iron and Steel Federation 
gives the impression that it prefers good relations with the cartel to association 
with the Community, and it tends to share the rather cynical view, quite 
widespread in some quarters in Western Europe, that the Community may 
collapse in the event of a serious trade depression. In the present and very 
different state of the European economy, however, the Coal-Steel Community 
is playing a highly active part—and one that may yet prove to be but the 
first step towards a wider and more effective integration. 
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Austria Faces Freedom 
By a Vienna Correspondent 


HE year 1955 will always hold a unique place in the hearts of the Austrian 
"T pect On May 15, the signature of the Austrian Treaty restored full 

sovereignty to the country after ten years of occupation and seven of 
annexation; and on November 5 Beethoven's Fidelio will be presented, before 
an international audience of exceptional distinction, in the reopened Vienna 
Opera House. It has been a pleasing chance indeed that this long-awaited 
occasion should take place so soon after the last foreign soldier has left the 
country; with the State Opera once more housed on its original site on the 
Ringstrasse and the hammer and sickle hauled down for good and all from 
the Kommandatura in a score of towns and villages the Austrians may truly 
feel that normal times have returned. 

The Austrian Treaty, as is periodically pointed out, imposes a number of 
new economic burdens on the country. But the rejoicing has been none the 
less for that. The new burdens are not unduly heavy, and will gradually 
diminish over ten years. After that, Austria will enjoy to the full the 
benefits from the restoration of valuable capital assets, above all the oil- 
fields, that until this year were exploited to the exclusive benefit of the Soviet 
Union. The Austrian economy is, moreover, in reasonably good shape, and 
the extra strain imposed by the reparations payments should not, given a 
continuation of the cautious economic and financial policies of recent years, 
lead to disequilibrium in either the internal or external sectors—especially if 
the country succeeds in its object of increasing the inflow of foreign capital. 

The Austrian economy has achieved a truly amazing recovery from the. 
chaos of the early post-war years. In the past twelve months there has 
admittedly been some deterioration in the trading accounts and a depletion 
of the gold and foreign exchange reserves; but the strength built up in the 
previous two years or so provided a good cushion, and in recent months the 
external accounts have shown a certain response to the measures of credit 
restraint promptly taken in the late spring to check the undue expansion of 
internal demand. 

The economic implications of the treaty fall under two major heads. The 
first covers the commitments made by the Austrian Government to the 
Soviet Union as a guid pro quo for the return of capital assets seized in 1945. 
The burden of these agreed reparation payments can be quantitatively 
assessed; but no such precision is possible in appraising the cost of Austria’s 
additional obligations, of which the building up and maintenance of an army 
of its own is the most onerous. This will involve wholly additional expendi- 
tures, since Austria’s occupation costs, unlike those of Germany, have for 
some time now been borne wholly by the four occupying powers. 

The legal basis of the Soviet control of assets in Austria lay in the decisions 
of Potsdam, under which the Allied Powers confiscated all German property 
on Austrian territory—without marked distinction as to whether the property 
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had originally been acquired in a bona fide business transaction or not. The 
Western Allies soon transferred administrative control over the former German 
enterprises to the Austrian authorities, though they retained the legal title to 
these assets. But the assets situated in the Soviet zone were administered 
as well as owned by control agencies set up by the Russians. Special 
authorities were established for the oilfields and the Danube Shipping Company 
(Donaudampfschiffahrtsgesellschaft, proudly claimed by Austrians as the longest 
word in even the German language). Industrial concerns were grouped under 
a single concern, the “‘U.S.I.A.”’ This governed some 300 _ businesses, 
among them firms of international repute, and at the time of its transfer to 
the Austrian Government in July employed some 60,000 men. The products 
of the majority of the U.S.I.A. enterprises were for the most part destined for 
countries within the Soviet orbit; and the firms made no contribution to the 
Austrian economy in the form of taxes or customs duties. Furthermore, the 
Soviet authorities deliberately used the exempted status of their enterprises 
as a channel for cut-price retail sales, thus exerting a constant threat to 
Austrian businesses and to the customs revenue. 

Nowhere was Soviet control of the Austrian economy more complete than 
in oil. The oilfields are mainly in the province of Lower Austria, which formed 
part of the Soviet zone; and the drilling, the refineries, and the oil-distributing 
outlets were all in Soviet hands. This was the more significant as, following 
wartime development, Austrian oil production leapt from token figures to the 
second largest to Rumania in Europe. In 1935 production was a mere 7,000 
tons; by 1944 it had reached 1,200,000 tons, and it is now running at an 
annual rate of between 3 and 34 million tons. The extent of Austria’s 
potential reserves of oil is not certain; but it is estimated by one leading expert 
at over 100 million tons. There is now no question that oil ranks together 
with water power, iron ore, and timber among Austria’s most important 
natural assets; equally, however, it is certain that the maintenance—not to 
mention expansion—of Austria’s present oil output will require considerable 
investment. 

The Austrian Treaty provides that title as well as physical possession of 
the German assets held by the Allies be transferred to the Austrian Govern- 
ment, and that the oil assets may in no case be transferred to foreign interests. 
This caused some resentment amongst Western oil companies that had had 
a stake in the area before 1939; but negotiations on terms of compensation 
are now under way. The Austrian Government—or at least its Catholic 
wing—is anxious to attract new foreign capital into refining. So far the 
terms of such participation have yet to be agreed; but there is little doubt 
that an acceptable formula will ultimately be achieved. 

A less tractable dispute has arisen with Germany itself as a result of a 
‘ confiscatory "’ clause of the treaty that prevents the Austrian Government 
from restoring assets to their former German owners. An exception is made 
lor personal assets not exceeding 260,000 Austrian schillings (equivalent to 
$10,000 at the present rate of exchange). It should not be thought that 
Austria has been put on the same footing as the victorious powers on this 
issue; the country is committed to renounce all claims arising out of the 
annexation of Austria by Germany, except those for property transferred to 
Germany by forceful means. 
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The “ confiscatory “ clause of the treaty has aroused much indignation in 
Germany, and Bonn has indulged in the use of surprisingly undiplomatic 
language—and a few clumsy attempts at economic pressure. The Austrian 
Government has stood firm, and maintains that the sum total of the German 
claims upon Austria is considerably smaller than that of the counter-claims. 
These included the entire gold and foreign exchange reserves held by the 
Austrian National Bank at the time of the Anschluss, amounting to {17 
millions; all foreign exchange deposits of Austrian nationals abroad, and many 
private gold hoards in Austria. To these items must be added considerable 
amounts of Jewish property acquired by German nationals and a high propor- 
tion of the pre-war assets of the Austrian banks, insurance companies, and 
social insurance institutes, sequestered by the Nazi Government during the war. 

Moreover, Austria’s acquisition of the former German assets in the old 
Soviet zone is subject to payment of compensation to the Soviet Union. Title 
to the German assets in the other zones is acquired without compensation. But 
the debt incurred by Austria to the Soviet Union on this account must be 
considered moderate—certainly in relation to the terms of the former draft 
treaty, agreed in 1950, under which Austria would have had to lease to the 
Soviet Union for thirty years oilfields and refining equipment producing 
60 per cent. of 1947 output. Instead, Austria is now required to deliver 
1 million tons of crude oil in each of the next ten years. The monetary value 
of these prospective oil shipments is uncertain: the world market price of 
crude oil is about double the present Austrian price. On the basis of current 
cost of production (generally believed to be about $17- $18 per ton of crude oil) 
the total deliveries to the Soviet Union in the ten-year period would be valued 
at around $180 millions. In addition to these oil shipments, Austria is to 
pay $150 millions over six years in goods (or in dollars if the Austrian Govern- 
ment so prefers) on account of the U.S.I.A. enterprises. Finally, a single 
payment of $2 millions has been made for the acquisition of the Danube 


Shipping Company. 
COST OF THE NEW BURDENS 


The total amount of reparations to the Soviet Union thus amounts to the 
equivalent of some $332 millions. The annual financial burden will become 
lighter with the passage of time. Obligations in the first year will amount to 
$45 millions; in the following five years they will be $43 millions, and in the 
last four years they will drop to $18 millions or so, comprising solely the oil 
deliveries. The first year’s payment amounts to 1.35 per cent. of Austria's 
national income in 1954, and to 4.7 per cent. of the federal budget of that 
year. The demands of the reparations in terms of resources should accord- 
ingly prove easily supportable, but a more troublesome strain will be felt in 
the balance of payments. 

Internally, by far the heaviest burden imposed on Austria by its newly- 
gained independence will be the upkeep of a modern army. The treaty 
commits Austria simply to neutrality, not to militant neutrality; but the 
two coalition parties, the Catholic People’s Party and the Socialists, have 
both reiterated their determination that Austria be able to defend its neutral 
status should the necessity arise. In the years before 1938 Austria spent 
about 10 per cent. of its annual budget on its army. Such a proportion to-day 
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would absorb the equivalent of $g0-100 millions a year. Even if the new 
army is to be built up only gradually, as the Chancellor, Dr. Julius Raab, has 
implied, the cost of recruitment, equipment and upkeep will greatly exceed 
the annual reparation payments to the Soviet Union. 

A number of further additional expenditures are being called for following 
the restoration of independence. The most important are to finance the 
establishment of a national system of air communications, the rehabilitation 
of the under-developed areas in the east of Austria—the former Soviet zone— 
and the re-equipment and modernization of the U.S.I.A. enterprises and the 
oilfields and refineries. The current annual output of 3-3) million tons of oil 
(of which 1 million tons is pre-empted for Russia) is widely considered not to 
be sustainable without a substantial injection of new capital. Further, the 
Austrian authorities have expressed their intent to switch the emphasis from 
maximum current production of crude oil to greater output of finished oil pro- 
ducts; and such a policy itself demands considerable additional capital outlays. 

The economic implications of sovereignty are, however, by no means 
exclusively unfavourable. The treaty does open up new sources of revenue, 
out of which at least part of the new financial obligations can be met. The 
Austrian Government will now be able to collect taxes from all profitable 
enterprises, whether Austrian or foreign owned; and customs duty can once 
again be levied on all goods imported. The external burdens imposed by the 
treaty will also be in part offset by the receipts from exports of oil, by increased 
trade with the Eastern bloc, and by enhanced prospects for tourist trade. 

The additional revenue that the Austrian Government is now able to tap 
from new sources should, moreover, be fortified by further annual accretions 
from the rapid growth in the national income. During 1954 the national 
income rose, in real terms, by very nearly Io per cent. The main stimulus 
to the economy has been provided in two major sectors. The export trade 
expanded at an extraordinary pace following the devaluation of the schilling 
in the spring of 1953; the volume of exports in 1954 was 63 per cent. higher 
than in 1952. Secondly, there has been a sharp upsurge in investment, both 
private and public, and especially in building. The rate of growth in national 
income is not expected to slacken markedly this year; and even a more normal 
increase of 3-5 per cent. would add the equivalent of $100-150 millions—of 
which, at current tax rates, some $20 millions would accrue to the Government. 

The basis of the Austrian Government's confidence about its ability to 
cope with its new economic responsibilities should now be plain. The three 
main items of additional expenditure—reparations, defence and new capital 
outlays—will hardly exceed a yearly total of $150 millions, that is about 
153 per cent. of Austria’s annual budget revenue. About two-thirds of this 
amount is likely to be matched by increased tax revenue from accretions to 
national income, from new sources of taxation, from the current profits of the 
former Soviet-administered enterprises, and from the proceeds of sales of such 
enterprises to private companies or persons. It is encouraging to note that 
the Austrian Government has taken cognizance of the growing pressure of 
demand by modifying its long-term development projects, such as further 
electrification of the railways, and road and house building. Last year the 
Austrian Government announced a ten-year development programme involving 
a total expenditure of 10,000 million schillings, or $385 millions. It can be 
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taken for granted that some of these projects will now be deferred.* The 
Government is anxious to attract capital from abroad, and has accordingly 
prepared a set of new laws designed to attract the foreign capitalist. Officials 
of the World Bank are expected in Vienna shortly. 

The most pressing strain on the economy in coming months is likely to be 
felt in the external balance. Although the long-run effects of the restoration 
of sovereignty will unquestionably strengthen Austria’s balance of payments, 
the immediate result is to add a significant burden to the debit side of the 
accounts. Receipts also will be weakened, following the withdrawal of the 
occupation forces and their appendages, and in particular, of course, the 
United States forces. Moreover, the balance of payments showed signs of 
weakness even before the conclusion of the treaty. The surplus achieved in 
the latter part of 1953—the first in the history of either the present or the 
inter-war republic—disappeared in the autumn of last year. Since then, the 
country has been losing reserves—though lately at a diminishing rate. The 
loss was $35 millions in the last quarter of 1954, and $11 millions in the first 
two quarters of this year. The reserves still stand, however, at $384 millions 
—enough to cover import requirements for very nearly two years. 

The underlying causes of the deterioration in the external balance will not 
be unfamiliar to English readers. During the summer and autumn of 1954 
the boom in building and industrial investment induced an upsurge in 
demands for foreign raw materials, machines, transportation equipment, and 
the like. At the same time the buoyant level of disposable incomes and the 
easing of terms for instalment credit gave a sharp stimulus to consumers’ 
purchases, particularly of durable goods, which for the most part are imported. 
The scope for imports had, moreover, been extended by the liberalization, 
undertaken in accordance with the obligations to the O.E.E.C. 

The Austrian Government has so far refrained from re-imposing direct 
restrictions on imports. Instead, it has been trying to cut demand at its 
source. Bank rate was raised from 3} to 4} per cent. in May, the three 
major banking institutions have tightened their lending standards, and the 
Government has made its own contribution by its modest curtailment of 
public investment. The upshot has been that the pace of domestic expansion 
has slackened, if only moderately. But unless the Government is to permit 
the re-creation of a substantial amount of slack in the economy, such as 
persisted for many years before the 1954 boom, it will probably need to have 
recourse to foreign credits. 

The case for temporary support from abroad is strong, for there are good 
grounds for conjecture that the strains will diminish in coming years. Austria, 
and not Russia, will now profit from exports of its oil. Trade relations with 
Eastern Europe have been improved-—a new trade agreement with the Soviet 
Union has already been signed, under which many of the former Soviet- 
controlled firms will retain their markets, but now for payment. Thirdly, a 
considerable increase may be expected in the tourist trade following the end 
of the occupation. Above all, the viability of the Austrian economy has 
unquestionably been greatly improved by the ambitious programme of invest- 
ment of past years, begun under the aegis of the Marshall plan. 








*It may be noted that at the end of June the Austrian Government issued a directive 
drastically curtailing the federal construction programme during the summer months. 
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Collecting Banker and Conversion 
Extent of Duty to Make Enquiries 
By Laurence Webley 


OST bankers are well aware that in order to secure the benefit of the 

statutory protections available to them in their dealings with cheques, 

and especially when handling cheques for collection, they must take 
care to make due enquiries into any unusual circumstances. Failure by a 
collecting banker to make sufficient enquiry may involve him, however 
innocently, in liability for conversion. It is possibly not so generally appre- 
ciated that the enquiries must be sufficient in the eyes of the court, and that 
a suggestion of insufficiency cannot be rebutted by a plea that any particular 
enquiry was unnecessary merely because it would have been unlikely to 
reveal the truth. From a business standpoint the bank manager may find 
himself in a dilemma. If curious circumstances present themselves in con- 
nection with an old and valued customer, should he risk offending him by 
searching investigations into matters that may in fact be entirely satisfactory ? 
Or should he expose himself to liability for conversion through omitting to 
investigate transactions that might prove to be gravely irregular ? 

These matters and the limitations of the statutory defences have lately 
been very clearly demonstrated by a case tried before Mr. Justice Devlin at 
Birmingham Assizes; Baker v. Barclays Bank Ltd. The circumstances in 
which the conversion came about were rather unusual. The plaintiff, Baker, 
was in partnership with another man named Bainbridge for the manufacture 
and sale to wholesalers of chocolate biscuits; the business was carried on by 
the firm at Hinckley and Nuneaton. The profits were shared equally, the 
partnership account being kept at the Midland Bank at Hinckley where 
Baker worked, while Bainbridge worked at Nuneaton. Both men had 
authority to endorse cheques alone. In 1951, without telling his partner, 
Bainbridge began to send out invoices from Nuneaton on his own account, 
and to collect the cheques, which were made payable to himself. At this 
stage an insurance agent in Nuneaton called Jeffcot came into the picture, 
because Bainbridge handed the endorsed cheques over to him. Jeffcot 
banked with the Nuneaton branch of Barclays Bank where he had three 
current accounts. His No. 1 A/c was usually in credit to the extent of 
£150-200 and had an annual turnover of £5,000-6,000; his No. 2 A/c showed’ 
a secured overdraft which, in 1951, was about £1,000; his No. 3 A/c was used 
only occasionally and in April, 1951, was dormant with a credit balance of 
a few shillings. In that month Jeffcot began to pay in and draw out sub- 
stantial sums in cash and cheques on his No. 3 A/c. During April and May 
over {3,000 in cheques was paid in; all the cheques until mid-May being 
cheques payable to Bainbridge and endorsed by him to Jeffcot. In May, 
Bainbridge began to appropriate cheques collected by him for invoices sent 
out from Hinckley where the plaintiff Baker worked. The cheques were made 
pavable to the firm, ‘“‘ Modern Confections ’’, and were endorsed ‘‘ Modern 
Confections p.p. G. Bainbridge ’’, and also endorsed by Jeffcot who paid 
them into his No. 3 A/c. The action by the plaintiff against Barclays Bank 
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was in respect of nine such cheques, all so endorsed, amounting to 
{1,160 16s. 6d. The operations on the No. 3 A/c had been noticed by the 
bank manager at the end of May and he had a number of interviews with 
Jeffcot; but he did not, apparently, study the position or the nature of the 
transactions, and was concerned only to find out the nature of Jeffcot’s 
association with Modern Confections. Jeffcot, when asked why he was 
paying into his account cheques made out to Modern Confections, had said 
that Bainbridge was the firm’s sole partner and was of little use in running 
his business on the financial side, so that he, Jeffcot, was helping Bainbridge, 
who owed him £450, with a view to a partnership, and to recover his money. 
Jeffcot also said that the confectionery business was carried on at Hinckley 
and that the sums he was drawing out in cash were going to Bainbridge. 
The manager did not ask to see Bainbridge or go further than to say that the 
account should be put on “ proper lines ’’—with the result that, in July, 1951, 
an account was opened at Barclays, Nuneaton, in the name of Arbury Con- 
fections on which both Bainbridge and Jeffcot could draw. It appeared that 
the manager trusted Jeffcot—a good customer, who had had an account 
since 1938—and was satisfied with his explanations. 

In the action the bank relied on three defences. The first was that the 
bank was a holder in due course or a holder for value under Sections 29 and 30 
of the Bills of Exchange Act, 1882, the cheques having, in fact, been properly 
endorsed. Second, the bank relied on Section 82 of the Act, the section that 
protects bankers who, in good faith and without negligence, collect crossed 
cheques for customers who have no title to them. Thirdly, it contended that 
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the plaintiff, as only one of the partners, could not sue. As to the last 
defence, the plaintiff conceded that as his partner had been fraudulent he 
could not sue in respect of his interest, so that he, the plaintiff, could recover 
only one-half of the value of the cheques. The judge said the plaintiff was 
a co-owner, and only a procedural objection could be taken to a suit by one 
of several co-owners or part-owners who were also partners; in such a matter 
the Court had a discretion under the Supreme Court Rules, and in a case 
such as this the plaintiff had a cause of action. The judge then considered 
the two defences under the Bills of Exchange Act. 

On the first the judge remarked that he was certainly not prepared on the 
state of the evidence to say that Jeffcot took in good faith and for value. On 
Jeffcot’s own story he was a holder simply as an agent for Bainbridge. As 
to the bank, it was not suggested that the bank did not take in good faith 
or that it had notice of any defect in the title of the person negotiating the 
cheques (and that, under Section 29, meant actual notice—a very different 
matter from Section 82 under which the bank has to show that it has not 
had even constructive notice). But on the question of giving value, the only 
matter on which the bank relied was that Jeffcot had an overdraft on his 
No. 2 A/c, and if the accounts had been combined, Jeffcot would have been 
indebted to the bank; accordingly, the effect of crediting the cheques would 
have been to cancel or reduce Jeffcot’s indebtedness. The judge held that 
this defence failed, pointing out that as the manager believed Jeffcot’s story 
he must have appreciated that the money belonged to Bainbridge, so that the 
bank could not possibly take it in satisfaction of Jeffcot’s debt. 

Finally, the judge considered the defence under Section 82 and said that 
he had already held that the manager was careless in not making more 
enquiries. The possibility to which the manager’s mind might most naturally 
have been expected to turn would be the possibility that Jeffcot was defrauding 
Bainbridge. The judge did not think that the manager had any reason, in 
the first instance, to suspect that Bainbridge was defrauding a partner. But 
it was impossible to say what the position would have been had the manager 
seen Bainbridge. He might have been expected to ask if Bainbridge had a 
banking account already and, if not, why he did not create one for himself. 
In effect, on the basis of the story as told to the manager, Bainbridge 
was having a new banking account opened for him and he was not the bank’s 
customer already. In such circumstances it was either the duty or the practice 
of the bank to make enquiries from a prospective customer. The judge said 
that he did not think he had to go so far as to hold that every failure to make 
proper enquiries, whether apparently material or not, was fatal under 
Section 82 even if the bank could show the failure was immaterial; but if a 
bank manager failed to make enquiries he should have made, there was, at 
the very least, a heavy burden upon him to show that such enquiries could 
not have protected the interests of the true owner. Accordingly, the plaintiff 
received judgment for the sum of £580 8s. 3d. What the relationship in fact 
was between Bainbridge and Jeffcot did not emerge at the hearing. But it 
can scarcely be said that there was no need for the manager to see Bainbridge 
—since he was in effect a customer. Whether such an interview would 
have revealed the fraud is open to doubt, but it is clear that the Court will 
not allow itself to be influenced by questions of this kind, since they would 
involve all sorts of purely hypothetical and unsatisfactory considerations. 

















THE BANKER 









Insurance Weathers the Storms 






By a Special Correspondent 





HEN the last delayed claim came in during the spring for damage 

W\ caused by “ Hazel’’, the most devastating of all North American 
hurricanes of recent years, insurance underwriters not unnaturally 

hoped that 1955 would see a return to more normal windstorm experience. | 
In the event, this year’s hurricane season has already produced three severe 
storms—and at the time of writing a fourth has just abated—inflicting major 
damage from wind and torrential rain in the United States and in the West 
Indies. Admittedly, the havoc wrought by hurricanes Hilda, Ione and Janet, 
to use their now customary but still somewhat ungallant identification codes, 
does not seem to have been on the same scale as that produced by last year’s 
deadly trio, Carol, Edna and Hazel. The cost to the London market, 
including Lloyd’s underwriters, of this year’s hurricanes—excluding the 


TABLE I 


NET PREMIUM INCOME OF INSURANCE COMPANIES ESTABLISHED 
IN GREAT BRITAIN 


(£ millions) 


U.K. 

Marine Total Index Whole- 

Fire Accident and Non-Life of Ex- sale 

Aviation Business pansion Prices* 

1946 =100 
1946 vi «e 88.3 111.1 27.1 220.5 roo roo 
1947 o* es 108.6 142.4 40.9 291.9 I29 I0g 
1948 i ¥- 127.6 153.1 50.5 331.2 146 I25 
1949 - ea 146.2 169.9 55.6 371.7 164 I3I 
1950 i ia 168.5 199.0 58.4 425.9 188 150 
1951 - - 190.5 229.4 68.0 487.9 2715 182 
1952 ne a 202.7 268.2 73.0 543-9 240 187 
1953 ss + 205.5 294.4 66.5 5606.4 250 I87 
1954T is - 210.0 315.0 64.5 589.5 260 188 
* Based on Board of Trade Index. + Estimated. 


October storm—is tentatively estimated at perhaps $50 millions, which would 
be only about one-half that incurred in 1954. Several of the hurricanes have 
been of exceptional severity, and some have wandered far off the accepted 
belt in which they are anticipated in the normal run of business. 

It might be supposed that losses of this magnitude would have blown 
away, or at best made heavy inroads into, the profits of the insurance com- 
panies. In fact, as Table II shows, the shock of the exceptionally heavy hurri- 
cane losses was absorbed by the companies in 1954 with surprisingly little 
trouble—partly because of the fact that a considerable part of the strain fell 
on to Lloyd’s underwriters, and partly on account of a sharp rise in profits 
from accident business. The insurance companies themselves increased their 
dividends for 1954 right across the board. And the Royal and Commercial 
Union, which together handle nearly one-half of the important North American 
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business of British insurers, have both increased their interim dividends for 
1955. In contrast, Lloyd’s, which underwrites a considerable amount of 
“excess of loss’ re-insurance, may find that it has made no profit at all in 
1954 from its “‘ other assurance business ”’ (which includes fire and extended 
coverage insurance). The impact of this year’s windstorms on Lloyd’s cannot 
yet be assessed, but it could hardly be more severe than last year’s. 
- It is a time-worn adage of the insurance world that claims arising from 
disasters of exceptional scale, costly as they are at the time, may well be 
recouped from a larger volume of business in the future. Catastrophe losses 
are the best possible advertisement of insurance. Many of to-day’s industrial 
giants are large enough to operate their own internal insurance fund to cover 
the relatively small run-of-the-mill losses. But even General Motors would 
have been hurt by the fire that destroyed the plant at Livonia, Detroit, in 
1953; the insurance market paid out fully $30 millions on that account. 
Nowadays, the size of the insurance market and the highly developed 
system of re-insurance makes it unlikely that any fire or accident on land 
or the loss of any ship, however large and expensive, could seriously upset the 


TABLE II 
EARNINGS AND DIVIDENDS OF TWENTY LEADING INSURANCE 
COMPANIES, 1948-54 


Net 
Net Earnings Net Underwriting 
Under- Ordinary Dividend Profits as 
writing Interest Total Dividends Index* % of Non-Life 
Profits Premiums 
£ millions 1946 =100 
1948 - 4.6 7.0 11.6 5-7 100 zr. 
1949 - 8.5 8.0 16.5 5-7 100 2.6 
1950 8.1 9.4 17.5 6.3 113 2.I 
I95I * 3.6 9.9 13.5 6.5 120 0.7 
1952 - 6.2 10.6 16.8 7.2 131 2.2 
1953 es 8.0 11.8 19.8 8.1 142 r.6 
1954 - 7.0 13.9 20.9 9.5 159 I.3 
Source: The Economist Insurance Survey. * Weighted index of gross dividends. 


stability of a reasonably prudent insurer—or even, except in isolated instances, 
greatly disturb the normal pattern of claims, expenses and profit as related 
to the current premium income. The lesson of the experience of the post- 
war years Is indeed, as can be seen from the tables, that underwriting profits 
are generally less vulnerable to unusually bad claims experience than to 
violent upheavals in the price level. 

The one class of non-life insurance business that is sharply affected by 
major disasters is the ‘‘extended coverage”’ insurance, which policyholders in 
the United States and Canada demand with their fire insurance, chiefly on 
account of the hurricane risk. Many British insurers transact about one-half 
of their total fire business in North America. In 1950 hurricane claims on 
London insurers were considerably higher than in 1954, but the losses were 
offset by exceptionally favourable fire experience at home and in other parts 
of the world. In 1954, however, fire losses reached a record level in Britain 
and in Canada, and in the United States fell by no more than the amount 
of the General Motors’ loss of 1953. As a result, underwriting profits from 
fire insurance alone fell from 8.9 per cent. of premiums in 1953 to 5.6 per cent. 

In the decade since the end of the war, the general experience of British 
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insurers has been good, though by no means exceptionally so. A comparison 
of the results achieved by the two parts of the market for the years for which 
complete figures for Lloyd’s are available (1948 to 1952) suggests that Lloyd’s, 
which accounts for about one-third of all non-life premiums received, operates 
rather more profitably than the companies except in years when there are 
severe North American hurricane losses. Thus in 1950 and again in 1954 
(for which year Lloyd’s accounts are still open) claims absorbed nearly all 
Lloyd’s non-marine premium income. 

The expansion of the non-life insurance business of the companies since 
the end of the war is analysed in Table I. It should be noted that fire 
business includes cover against windstorm and water damage; and that 
‘accident ’’ comprises the motor business (accounting for more than half the 
total), employers’ liability, burglary, personal accident and miscellaneous 
types of insurance. The expansion of premium income is set against the 
Board of Trade’s index of wholesale prices; this is, however, no more than 
a broad indicator of the price level as it affects the business of British insurers, 


TABLE III 
INSURANCE SHARES AS EQUITIES 
Non-Industrial All 
End of Insurance Ordinary 24% 
Period Shares* Shares* Consols 
Share Prices (1946=100) 
1946 od Je | cele) I0Oo I0O 
1947 es ‘ 54 95 53 
1945 1 ai) 70 Qo Si 
1949 “ee ah HO 77 71 
1950 i 7 79 53 72 
195! % “ 76 85 62 
1952 — bd 72 Si 59 
1953 - - 86 94 05 
1954 - - 110 126 67 
1955: 
July va a 11g 139 58 
September os 108 127 56 


* Actuaries’ Investment Index (Second Series), 


since the greater part of that business is transacted overseas—with a strong 
North American bias. It is plain, nevertheless, that the volume of insurance 
business has shown a marked increase in the past decade. Since 1951, both 
sterling and dollar wholesale prices have remained fairly steady, yet total 
non-life premium income has risen by a full {100 millions, from £488 millions 
in that year to £590 millions in 1954. 

The type of insurance business that is most sensitive to changes in the 
price level is cover against fire losses—and the relative stability of fire 
premium income during the last three years is largely attributable to the 
stability of prices. Changing prices tend to be reflected more quickly in 
adjustments in the sum insured against fire in the case of machinery and 
materials than in the case of buildings. In the accident department, much 
of the business comprises indemnity against legal liabilities, and premiums 
are not directly linked with the price level. When prices rise and claims 
become more costly, it takes time for premium rates to be brought into line. 

The sharp rise in accident premium income in the latest three years reflects 
in part the increase in premium rates made in 1952 and 1953 to compensate 
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for the marked rise in claims that occurred in 1951 (when accident profits were 
all but wiped out, largely on account of claims in the dominant motor account). 
In 1953 and 1954 better profits were earned in the accident departments; 
but insurers are apprehensive of the effect on current profits of the upturn 
in prices that has taken place in recent months. Increases in premiums for 
motor business for 1956 have already been announced. Marine premiums fell 
in 1953 and 1954, partly as a result of the lower prices of ships and com- 
modities and partly on account of a reduction in premium rates. 

The trend of profits—aggregated for twenty leading companies—is shown in 
Table II. In the fire and accident departments, insurance profits are com- 
monly expressed as a percentage of the premium income. In the nine years 
1946-54 gross underwriting profits in the fire departments averaged some 
8} per cent. of premium income; and accident underwriting profits some 
34 per cent. It should be noted, however, that these figures do not relate 
to true earnings, even before tax; the returns of most of the companies do 
not take full account of overhead costs, including provisions for staff pensions. 

The figures in the table are struck net of such charges and also net of 
taxation; it should be noted that they include the relatively small profits 
earned in the life and annuity departments of the companies under review. 
The rate of underwriting profit is slender—and it shows no sign of a rising 
trend. The insured public can hardly complain that it is being overcharged 
when insurers netted only 2} per cent. of their fire, accident and marine 
premium income in the best post-war year, 1949. 

By the investor, insurance shares have traditionally been regarded as 
growth stocks. In recent years they have frequently been cited as a 
first-class hedge against inflation. The non-life assets of the companies have 
expanded steadily with the growth of premium income. Between 1951 and 
1954, the reserves for unexpired risks and capital and free reserves of the 
twenty companies rose from £393 millions to £486 millions. About three- 
quarters of this huge sum is invested—the lion’s share in gilt-edged stocks, 
and a relatively small but steadily increasing proportion in equities. In 
1954 the proportion of non-life assets invested in equities by a large sample 
of the companies reached g.3 per cent.—against 8.1 per cent. in 1953 and 
7.7 per cent. in 1949. Income from investments has risen strongly since the 
war, as the table shows; and fundamentally it is this characteristic that gives 
insurance shares their growth stature. The rise in interest earnings is partly 
a result of the increases in interest rates and in dividends; but it stems in the 
main from the massive increases in the insurance companies’ investible 
resources. The increases in distributions made by the companies since 1948 
have in fact been financed wholly from higher interest earnings. 

The shares of the composite insurance companies are often regarded as 
alternatives to gilt-edged rather than to industrial equities. Yet on the rise 
of recent years insurance shares have shown true equity characteristics. The 
insurance companies observed the appeal for voluntary dividend limitation to 
the letter; but in the new climate their shareholders have benefited side by 
side with holders of industrial shares. Insurance shares accompanied most 
ordinary shares in their climb to a peak last July, and have since followed 
them downwards. Their prices have in fact approached far closer to the 
general trend of ordinary shares than to movements in gilt-edged. 
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American Review 


een daily movements on Wall Street—and certainly none for almost a 





generation past—can have rivalled the violence of the downswing that took 

place immediately the news of President Eisenhower's illness was known. On 
September 26, in the busiest trading session for twenty-two years, the Dow Jones 
average of industrial stocks, which stood at a new peak level of 487.45, lost 32 
points to close at 455. Trading totalled the best part of 8 million shares. 

No further break of similar proportions has occurred, and by October 25 the 
index was a few points above its level at the end of that first day’s reaction. 
But there can be no doubt of the deep emotional shock felt by the entire nation 
and the measure of concern shown by industrial and financial leaders at the 
possible removal of a President whose leadership has done much to re-establish 
confidence at home and abroad. Later news did somewhat soften the impact of 
the first shock. A number of leading firms have emphasized that their capital 


American Economic Indicators 








1955 
1952. 1953-1954 — 
June July Aug. Sept. 
Producticn and Business: 
Industrial production (1947-49 = 100) 124 134 125 139 140 140 141 
Gross private investment (billion $).. 49.6 51.4 47.2 460.1 —-- ~-- 60.7 
New plant and equipment (billion $).. 26.5 28:4 26.97 127.2 ~— == 29.0 
Construction (billion $) ¥“ 4 33-0 35-3 37-6 42.0 42.0 41.5 42.0 
Business sales (billion $) 460.0 48.4 46.7 2 so $28.9 — 
Business stocks (billion $) 76.7 80.3 76.9 78.8 79.2 79.0 - 
Merchandise exports (million $) 1.266 8,934 1,296 8.9%3 12,267 1,42 — 
Merchandise imports (million $) 893 906 851 940 885 959 - 
Employment and Wages: 
Non-farm employment (million) 54-5* 55-60* 54.7 56.3 57-3 58.0 506.9 
Unemployment ('000s) - 1,673* 1,602* 3,230 2,679 2,471 2,237 2,149 
Unemployment as %, labour force 3.77 8.97 $3.0 4.0 .§, 3.3 3.2 
Hourly earnings (mfg.) ($) B67 6A COR 1.87 1.88 1.89 1.90 
Weekly earnings (mfg.) ($) 67.97 71.69 71.86 76.11 76.36 76.33 77.90 
Prices: 
Moody commodity (1931 = 100) { = nt $0 pe 495 402 405 409 
Farm products (1947-49 = 100) .. 107.0 97.0 95.6 91.8 89.5 88.1 89.3 
Industrial (1947-49 = 100) 113.2 114.0 I14.5 115.6 116.5 117.4 118.4 
Consumers’ index (1947-49 = 100) 113.5 114.4 114.8 114.4 I14.7 114.5 = 
Credit and Finance: 
Bank loans (billion $) .. - 64.2 67.6 70.6 57 S79. 393 -— 
Bank investments (billion $) .. 77.4 76:t 8§.3 70.8 &.2 79.3 - 
Bank loans (weekly) (billion $) .4 @2:4 22:5 23.85 225 26:2: 28:9 
Consumer credit (billion) 25-8 29.5 30.1 32.5 32-9 33.6 -- 
Treasury bill rate (%) £97 1.93 0.95 1.43 1.62 1.88 2.09 
U.S. Govt. Bonds rate (%) 2.68f 3.16 2.70 2.91 2.96 3.02 3.00 
Money supply (billion $) ei .. 194.8 200.9 209.7 207.4 208.2 208.06 — 
Federal cash budget (+ or —) (mill. $) —1,641 -6,153 -1,060 +1,87I — 


Notes.—Latest figures are preliminary or estimated. 


investment and equipment from 1952-54 and then quarterly figures at annual rates. 
tion figures show monthly averages 1952-54. 


Yearly figures are given for private 


loans and consumer credit show amounts outstanding at the end of the period. 
modity index shows high and low 1952-54, and end-month levels. 


from partial returns only. 
* Old basis. 


Construc- 


Business sales and stocks, money supply, bank 
Moody’s com- 


Weekly bank loans are derived 
Budget figures are cash totals 1952-54 and then quarterly. 


f Old series. 
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programmes remain unchanged; the Administration has worked smoothly and 
there have been a number of official declarations to the effect that the broad 
outline of economic policy will be maintained. For all that, uncertainty is bound 
to persist. Most observers now assume that President Eisenhower will not seek 
another term. There has accordingly been a fairly widespread assumption that 
the Republican Party will lose the Presidency in 1956. 

If that should prove to be the case, some reaction in business investment 
would probably ensue. For there can be little doubt that the Eisenhower 
Administration has won the confidence of industry and that a change in the 
political balance would bring reminiscences of policies less sympathetic to business. 
So far, however, it is too early to assess such trends. The most that can be said 
is that the electorate does not seem to favour a return to past radicalism at this 
juncture; that the Democratic Party itself is more likely to select a “‘ safe”’ 
candidate, and that Democratic policy, particularly in view of the pressure from 
the farmers, is likely to veer towards inflation rather than otherwise. 

For the time being, the business boom is clearly still proceeding. Mr. Arthur 
Burns, the chairman of the Council of Economic Advisers, declared last month 
that ‘“‘ whether we observe economic activity at the stage of production, employ- 
ment, or income disbursement, we find evidence of progress and prosperity ”’, 
adding that the United States had arrived “ at the threshold of a $400,000 million 
economy ’’—which, after all, is not so far above the peak annual rate of $392,000 
millions now estimated for the third quarter of this year. The optimistic predic- 
tions are confirmed by the record for September. Industrial production, seasonally 
adjusted, reached a new peak of 141 (1947-49100), that is eleven points above 
the end-year level and sixteen points above the average for 1954. Steel production 
is still close to rated capacity, and output in the first nine months of 1955 at 
86 million tons is only 2 million tons short of the output achieved in the whole 
of 1954. Moreover, the flow of new orders is still ahead of capacity, and most 
producers have their books filled for some way into the new year. 


FOUNDATIONS OF THE Boom: CARS, INVESTMENT AND STOCKS 


Optimistic assessments are also well in evidence in the motor car industry. 
Output in 1955 has so far totalled 5.9 million cars, which is nearly half as large 
again as in the first three quarters of 1954. It is estimated that the year’s total 
will be little, if anything, below 8 million cars. l'urther, manufacturers anticipate 
equally bumper sales for 1956 and are planning to extend capacity a year from 
now to the 10 million mark. Some independent observers are, however, cautious 
in predicting continuance of the 1955 record—though it is recalled that this 
year’s sales have consistently outpaced even the most optimistic forecasts. 

In other sectors, optimistic interpretations of the short-term business trend 
have been buttressed by a recent survey of manufacturers’ plans for their future 
outlays on plant and equipment. For 1955 as a whole, the estimate is now 
$27,900 millions, which would be some way above the earlier estimates and more 
than $1,000 millions up on the peak level achieved last year. Moreover, the rate 
for the final quarter is projected at the new peak level of $29,700 millions. 
Business stocks continue their gradual climb. In the second quarter of this year 
the annual rate of accumulation was above $4,000 millions, contrasting with no 
more than a marginal addition in the first three months and a depletion of stocks 
at an annual rate of nearly $5,500 millions only a year ago. Even so, the total 
level of manufacturing and trade stocks in August was, at $79,000 millions, 
$1,300 millions below the peak average level of 1953, despite the fact that sales 
were up by $4,000 millions from the 1953 average of $48,000 millions. Con- 
struction activity, another bulwark of the boom, remains near its recent peak, 
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and housing starts, which fell sharply in July, rebounded in August, though the 
September rate was lower again. Instalment credit rose by a record of $700 
millions in August, bringing the increase in total consumer credit over the year 
to August 31 to $5,000 millions. 

Against this background, it is not surprising that recent predictions of a change 
to “ easy credit ’’ on the part of the Reserve Board have not been fulfilled. The 
steeply rising demands on the banks to finance seasonal requirements has brought 
the total loans of the weekly reporting member banks of the Keserve System up 
by $1,000 millions since mid-July, a pace of advance exceeded in only one post- 
war year, 1950. The Reserve authorities, however, have kept a tight hold on the 
cash base, and the expansion of business loans has been effected only by means 
of substantial further sales of bonds. In the meantime, the sustained stringency 
has shown itself in the continuing rise of the Treasury bill rate, to a peak of 2.33 
per cent. by mid-October. This was the highest level since June, 1953, and as it 
exceeded the official Reserve rediscount rates of 2} per cent., a further rise in these 
rates was then awaited. But the Reserve Board made no early move, and it is 
possible that the present rate will be judged adequate. The banks’ prime loan 
rate was raised from 3} to 3} per cent. in mid-October, following the advance 
from 3 per cent. made in August. 


International Banking Review * 
Argentina 


ENERAL LONARDI, President of the Provisional Government set up 

following the overthrow of the Peron regime, has indicated that the life of 

the temporary administration will probably not exceed one year. He 
expressed the hope that this would give sufficient time to overcome the main 
problems now facing the country, thus enabling “ new popularly elected authorities 
to take over the Government in propitious circumstances for carrying out the 
task of reconstruction ”’. 

The economic situation of the country is stated to be serious, the balance of 
payments being in deficit and external reserves near exhaustion. The new 
Government has enlisted the services of Dr. Raul Prebisch, executive director of 
the United Nations Economic Commission for Latin America, to assist its experts 
in the task of diagnosing the nature and extent of the country’s economic ills 
and prescribing remedial action. After a preliminary survey, Dr. Prebisch 
expressed the opinion that some stimulus would need to be given to primary 
production and industrial activities if Argentina was to recover its former economic 


vitality. 





Australia 

The new cuts in imports and the measures taken to restrain internal demand 
as a result of the continued deterioration in the country’s external payments are 
aimed to reduce the import bill by £A8o millions in a full year. Quotas for non- 
dollar goods in category A (“ essentials’’) are reduced by 12} per cent., with 
certain exceptions; and those for goods in category B by 25 per cent.—except for 
industrial textiles and completely knocked down motor vehicles, which are cut 
by 12} per cent. Most other quotas are reduced by 7} per cent., though there 
is no reduction in quotas for iron and steel, rubber and a number of industrial 
materials. Ouotas for dollar goods are generally cut by 12} per cent. 

* News of United States banking appears in ‘‘ American Review’’ (page 318). Brief editorial 
discussion of particular items of international banking news appears in ‘A Banker’s Diary” 
(pages 269-274 in the issue), 
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The import cuts are discussed in the light of the general economic conjuncture 
in Australia in an article on page 291. 

The Commonwealth Government has made an offering of $15 millions of 
4 per cent. bonds on the Canadian market through a Canadian banking group. 
The bonds are repayable in 1970 in Canadian dollars. 


Brazil 


Senhor Camara, former Brazilian Treasury representative in London and 
New York, has been appointed Finance Minister following Senhor Whittaker’s 
resignation on account of the refusal of President Café Filho to approve his 
exchange reform plan. Senhor Arthur Santos has succeeded Senhor Vidigal as 
president of the Bank of Brazil. 

Bulgaria 

A new trade agreement has been signed with the United Kingdom covering 
exchanges between the two countries until the end of 1957. A financial agreement 
concluded at the same time provides for payments by Bulgaria to the United 
Kingdom Government to the value of £400,000 sterling in settlement of claims in 
respect of British property, rights and interests affected by Bulgarian nationaliza- 
tion, expropriation and similar measures. The payments will also discharge U.K. 
claims arising out of Article 23 of the Bulgarian Peace Treaty and pre-war 
commercial and banking debts. The £400,000 will be made available by setting 
aside 5 per cent. of the sterling proceeds of Bulgarian exports to Britain. Provided 
that Bulgarian sales to Britain are maintained at the level proposed in the new 
trade agreement, this means that payment should be completed by 1960. 

The financial settlement does not cover British claims on Bulgaria in con- 
nection with Bulgarian bonds held by U.K. nationals. A Bulgarian offer of an 
additional £186,000 to discharge such indebtedness was regarded as entirely 
unacceptable by the British authorities, and the claim has been left over for later 
settlement. 

Burma 


The Burmese Minister for Finance, Mr. U. Tin, has announced that India has 
agreed to make Burma a loan valued at Rs. 200 millions (equivalent to some {£15 
millions). Half the sum will be in Indian rupees and the balance in Indian goods. 


Canada 


The discount rate of the Bank of Canada was raised from 2 to 2} per cent. 
in the middle of October, following the increase from 1} to 2 per cent. made in 
the first week of August. No official explanation was given for the Government’s 
decision, which touched off a new rise in the general level of interest rates. It 
appears that the authorities are attempting to check the outflow of capital that 
has resulted from the maintenance of Canadian rates below the levels obtaining 
in foreign centres. They have also been influenced by the need to tighten credit 
conditions to prevent an undue rate of expansion in the domestic economy. 

Provisional arrangements have been made to amalgamate the Imperial Bank 
of Canada and Barclays Bank (Canada) under the name of the former. The 
directorate of the new bank will consist of the present board of the Imperial Bank 
and four of the present directors of Barclays (Canada). The Barclays group 
already has a holding in the Imperial Bank, and it is announced that, when the 
fusion is completed, the minority interest will be “‘ substantial”’. Barclays Bank 
(Canada) was formed with two branches in 1929, and has since acquired another 
four branches. One of the objects of the amalgamation is to provide Barclays 
with country-wide representation in Canada. 
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Central African Federation 


The Anglo-American Rhodesian Development Corporation, a recently formed 
offshoot of the Anglo-American Mining group, is to finance the purchase of {5 
millions of railway wagons for Rhodesian Railways. It has also been indicated 
that the company is ready to aid the economic development of the country in 
other ways, including the establishment of secondary industry and the financing, 
in collaboration with other finance houses, of the Kariba Gorge hydro-electric 


power scheme. 


Ceylon 

The Minister of Finance, Mr. Jayawardene, has asserted that, owing to the 
fact that Britain’s present financial circumstances do not permit it to sanction 
the raising of loans, it will be necessary for Ceylon to turn to other countries for 
finance for its capital development schemes, or to raise the requisite funds internally. 
He added that while abroad he had had discussions with a number of countries 
and that Canada had already indicated its willingness to help. It has, however, 
been pointed out in Britain that there is nothing to stop Ceylon coming to the 
London market for finance in the usual way, provided the country is prepared to 
take its place in the queue of borrowers waiting to enter the new issue market 
and to pay the relatively high interest rates now obtaining in Britain. 


Denmark 
In view of the fact that its credit lines with the European Payments Union 
have been exhausted and that all deficits with Europe have consequently to be 
settled in hard currency, Denmark has decided in favour of a further liberalization 
of dollar imports, from 40 to 70 per cent. No easing has, however, been made in 
imports of cars. There is to be no further liberalization of imports from other 
European countries for the time being. 


Egypt 
The Egyptian Minister of Commerce and Industry has stated that the Govern- 
ment’s trade policy will be aimed at achieving a balance in exchanges with each 
country. On this principle, he claimed, Egypt would get the best results in 
greater dealings with the Soviet Union, Eastern Europe and China. He believed 
that Anglo-Egyptian trade would return to its former level following the con- 
clusion of the new arrangements for larger releases from Egypt’s blocked sterling 


balances. 
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A list of 100 categories of raw materials and capital items that will be exempt 
from the new 7 per cent. tax on imports covers a wide range of industrial and 
agricultural equipment and machinery. The import entitlement scheme has now 
been abolished for dollar as well as non-dollar goods. 


Finland 

The Government is planning the issue of new paper currency, in denominations 
up to 10,000 Finmarks; the highest value of note issued hitherto has been 
F.mk. 5,000. Existing currency will be withdrawn gradually as it wears out; the 
value of the Finmark is not affected in any way by the currency operation, old 
currency being exchangeable for new on a one-for-one basis. 

A Finnish commercial bank, Oy Pohjoismaiden Yhdyspankki, has introduced 
a new form of cheque. It serves the purpose of a traveller’s cheque within 
Finland, but with the important difference that the balance in the account against 
which it is to be drawn earns interest until the cheque is presented for payment. 

After discussions with the Finnish authorities, Mr. Low, the Minister of State 
at the Board of Trade, stated that he is satisfied that it is not the intention of 
the Finnish Government to discriminate against British exports. 


France 


It has been indicated that the French authorities do not feel able to accede 
to the O.E.E.C. request for a further liberalization of trade with other Western 
European countries to free go per cent. of imports from quota restrictions. The 
French liberalization figure stands at present at 77} per cent. 

An investigation into comparative wages by the High Authority of the European 
Coal and Steel Community suggests that official parities placed an unduly high 
value on the French franc at the time the survey was made (September-December 
of 1954). 

i Government has created price stabilization funds for coffee, cocoa, 
cotton and copra in a number of French overseas territories. The funds will be 
operated by independent State-sponsored institutions, which will have the task of 
stabilizing prices paid to producers, improving quality and developing production. 
The new institutions will be managed by committees comprising representatives 
of the local governments, legislatures, producers and exporters. 


Germany 


The Minister of Finance, Herr Schaeffer, has indicated the steps that may be 
taken to prevent any further expansion in German industrial investment and to 
combat the growing danger of inflation. They include a new tax to induce post- 
ponement of plant extensions, curtailment of public spending on building, reduced 
indirect taxation to counteract the rise in the cost of living and higher tax-free 
allowances to benefit the lower income groups. 

German and Swiss banking experts agreed at a meeting of the West German- 
Swiss Chamber of Trade that it was still too early for Germany to participate in 
international capital transactions on a large scale. A member of the directorate 
of the West German central bank declared that it was the country’s primary aim 
to reduce old foreign debts and to avoid the accumulation of new liabilities. 
Foreign credits ought, therefore, to be financed through the use of liberalized 
capital marks. 

Greece 

Talks with officials of the World Bank on the Greek request for a loan of 

U.S. $15 millions for financing a nitrogen plant have failed to make progress 
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towards the formulation of conditions for settling Greek foreign debts. It has 
been indicated by the bank that such settlement must precede any engagement 
of the bank’s funds. 

It has been reported that, following the visit of Greek economic and planning 
Ministers to Germany, economic co-operation between the two countries will be 
strengthened. Among other concessions, the Germans have undertaken to extend 
additional credit—to an unspecified total amount—to Greek small and medium- 


sized firms. 
India 


The Government has revealed its intention to set up a State trading corporation, 
primarily for the purpose of strengthening the country’s bargaining power in 
dealings with State trading organizations in Communist and other countries. The 
corporation will supplement and not supplant private trading. 

The United Kingdom High Commissioner in India, Mr. Malcolm MacDonald, 
has stated that Britain is anxious to give every assistance to the second five- 
year plan. A number of projects were under consideration, including a British 


offer of help in building a steelworks. 
Iraq 
The Government has issued its first public loan since the end ef the war. It 
took the form of an offer of ten-year bonds carrying an interest rate of 3 per cent., 
to a total value of 2 million dinars. The operation is connected with recent 
legislation authorizing the Minister of Finance to lend up to 4 million dinars to 
the official oil refineries administration. 


Israel 


With the approval of the U.K. Treasury, Lloyds Bank of London has made a 
loan of £2 millions sterling to Israel to finance purchases from Britain. The 
credit constitutes a new departure in British banking practice. The borrowing 
agent is Keren Hayesod, a public investment and development corporation. 


Japan 
The long-drawn-out trade and payments negotiations with Britain were con- 
cluded in mid-October. It was agreed that trade between Japan and the sterling 
area shall be increased by about {£25 millions each way, to {225-250 millions. 
Quotas for exports of U.K. manufactures have been increased by {£4 millions, and 
it is hoped that exports of other sterling countries will make up the balance. 
Britain has agreed to increase its imports of canned salmon from Japan from 
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{2.2 millions to {4.7 millions, and to maintain its other imports at present levels. 
In return, Japan has undertaken to spend the whole of its sterling earnings, either 
in Britain or in the overseas sterling countries, and to avoid the recurrence of the 
recent accumulation of large sterling balances. 

Fourteen contracting parties of the General Agreement on Tariffs and Trade, 
including the United Kingdom, have invoked Article 35 against Japan on its 
accession to the agreement. This means that Japan is not guaranteed the 
customary G.A.T.T. non-discriminatory treatment by these countries. 


Malaya 


Following the report of the World Bank mission recommending the establish- 
ment of a central bank of Malaya, a meeting of Singapore and Federation of 
Malaya Ministers decided to invite an expert of the Bank of England to visit the 
country to make specific recommendations on the setting up of an institution 
having the full powers and privileges of a central bank. 

The report of the World Bank’s mission stated that a central bank would take 
over the work carried out by the present Currency Commission. It would operate 
under conditions that would prevent any threat to the link between the Malayan 
dollar and the pound sterling. 


Netherlands 


The Government has indicated that new measures to restrict credit are not 
contemplated at present. But the president of the Netherlands Bank has urged 
Dutch bankers to watch their loan portfolios carefully and wherever possible to 
curtail excessive demands for credit. He has mentioned that he considers the 
development of the credit situation in 1955 less favourable than was the case in 
1954, particularly in the fields of hire eunthune and investment credit. 

The Treasury has announced its second major loan operation for 1955—the 
issue of an unspecified amount of thirty-year stock at 3} per cent. 

The budget estimates for 1956 submitted to Parliament by the Finance 
Minister, Mr. van de Kieft, put total expenditure at Fls. 6,682 millions and 
revenue at Fls. 6,102 millions, leaving a deficit of Fls. 580 millions. In the 
original estimates for 1955 the budget deficit was put at Fls. 610 millions, but 
as a result of an wnexpacted grow th in expenditure the gap is now expected to 
come out at almost double that figure. 

In a note accompanying the budget estimates, the Finance Minister stressed 
the soundness of the Government’s finances, but expressed concern about the 
continuing rise in departmental expenditure. He stated further that Holland’s 
competitive position had been adversely affected by wage increases. He did not 
consider that the time had arrived to put the brake on consumption, though the 
deterioration in the balance of payments did give grounds for disquiet. 


New Zealand 


In the second half of October the Reserve Bank raised its discount rate from 
6 to 7 per cent. This followed its action earlier in the month in raising the 
liquidity requirements imposed on the commercial banks—for the fourth time in 
1955. The latest increase brought the requirements from a34 to 24 per cent. for 
demand deposits. The ratio for time deposits was left at 74 per cent. 

The Minister of ,Finance, Mr. Watts, has declared that the rise of some £35 
millions in bank loans in the year to mid-1955 was excessive and that overdrafts 
must be reduced during the next few months. The Minister referred to the 
deterioration in the country’s external payments and added that it was clear that 
some restraint in the. grant of credit facilities was necessary in the short run. 
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In view of the need to conserve foreign exchange resources, it has been decided 
to reduce quotas for car imports for 1956 by one-third from the 1955 level. 


Pakistan 

In his address to the annual meeting of the State Bank, the governor’ 
Mr. Qadir, emphasized the stimulus granted to Pakistani exports by the recent 
devaluation of the rupee. He also stated that the narrowing of the margin 
between the official and free market rates for the rupee would make unauthorized 
transactions unattractive and that removal of uncertainty about the exchange 
rate would stimulate the inflow of foreign capital. 

Sir Percival Griffiths, adviser to the Pakistan Association, has stated that all 
outstanding problems in connection with remittances from Pakistan to the United 
Kingdom have been solved. The remission of profits for 1953, which had in some 
cases been held up on account of technical difficulties, had now been arranged; 
and there was every expectation of a quick settlement in respect of 1954 profits. 


South Africa 


The Reserve Bank announced an increase in Bank rate from 4 to 4} per cent: 
at the end of September. Interest rates on Treasury bills were raised accordingly 
from 2} to 3 per cent. for three months’ bills and from 2% to 3{ per cent. for six 
months’ bills, and there was a corresponding adjustment in the prices quoted for 
official operations in gilt-edged securities. The change in the Union’s monetary 
policy was attributed by the Minister of Finance and Economic Affairs, Mr. Louw, 
to the rise in rates in foreign centres, which had induced movement of funds 


away from the Union. 
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The Minister of Finance has also declared that strong measures will be taken 
in the Union to limit excessive credit creation, especially in the hire-purchase 
financing field. 

It has been officially announced that it is the Government’s intention to 
maintain the level of the gold reserves at around {75 millions and to sell the 
balance of the country’s gold production on the London market for sterling. 
Mr. Louw has stated that in the eight months from January to August, South 
Africa’s sales of gold in London reached {£106 millions. 


Turkey 


It has been announced that restrictions on exchange operations are being 
tightened up under a new Government decree codifying all regulations introduced 
since the beginning of 1947. In future all matters arising from such transactions 
will be under the control of the Ministry of Finance. Under the new arrangements 
Turkish banks are forbidden to accept deposits from persons residing abroad 
without official permission. Moreover, all foreign currency entering the country 
must be sold at the official rate within a prescribed period. 


Yugoslavia 
New import regulations have been introduced to ensure that purchases of 
capital equipment are made at the most favourable terms. At least five tenders 
from East and West European countries must be submitted to the National Bank 
in requests for foreign currency allocations to finance such imports. Wherever 
possible, domestic tenders are to be given preferential consideration. 





Appointments and Retirements 





Barclays Bank— Windsor District: Field-Marshal the Rt. Hon. the Earl Alexander of Tunis 
to be a local director. London—Chancery Lane: Mr. P. A. Eve, from Head Office, to be manager; 
Marble Arch: Mr. S. A. Bilton, from Sloane Sq., to be manager; Sloane Sg.: Mr. A. H. S. Spencer, 
from Fleet St., to be manager. Alfreton: Mr. E. Kenderdine, from Derby, to be manager. 
Birmingham, Small Heath: Mr. R. C. Corley, from Hockley Hill, to be manager. Bury: Mr. J. 
Stott, from Rochdale, to be manager. Canvey Island: Mr. E. L. Ribbans, from Maldon, to be 
manager. Coventry, High St.: Mr. D. H. Hammond, from Smethwick, to be manager. Cromer: 
Mr. W. R. Johnson, from Norwich, to be manager. Liverpool, Stanley Cattle Market: Mr. H. 
Garton, from Southport, to be manager. Manchester District: Mr. A. Fitton, from Royal 
Exchange, and Mr. R. H. Feesey, assistant district manager, to be joint district managers; Royal 
Lxchange: Mr. C. W. Fox, from Nantwich, to be manager. Middlewich: Mr. H. W. R. Huggett, 
from Penrith, to be manager. Nantwich: Mr. W. O. Clayton, from Middlewich, to be manager. 
Norwich, London St.: Mr. C. J. V. Scoones, from Cromer, to be manager. Penrith: Mr. S. H. 
Scott, from Rawtenstall and Waterfoot, to be manager. Nawtenstall and Waterfoot: Mr. K. 
Williamson, from Accrington, to be manager. Wellingborough: Mr. H. G. Sharman, from 
Kettering, to be manager. 

British Linen Bank— Glasgow, Linthouse: Mr. J. Taylor to be manager on retirement of Mr. G. 


Dunlop. 
Clydesdale and North of Scotland Bank—JdA/loa and Kincardine: Mr. D. P. Robertson, from 
Head Office, to be manager. Arbroath: Mr. G. M. Lamb, from Aberdeen, to be manager. 


Beith: Mr. R. Anderson, from Grangemouth, to be manager. Clydebank and Radnor Park : 
Mr. G. Macaulay, from Newmains, to be manager on retirement of Mr. J. M. Buchan. Cummnoch 
and Auchinleck: Mr. 1. A. Sim, from Beith, to be manager. /dinburgh—Easter Rd.: Mr. G. 
Fredericks, from Cumnock, to be manager; North Bridge: Mr. J. O. Cadzow, from Alloa, to be 
manager on retirement of Mr. J. T. Robertson. Fraserburgh, Broad St.: Mr. T. M. Paterson, 
from Arbroath, to be manager. Keith: Mr. W. Taylor, from Fraserburgh, to be manager on 
retirement of Mr. L. Smith. Leith: Mr. A. M. Robertson, from Edinburgh, to be manager on 
retirement of Mr. J. S. Thompson. Newmains: Mr. W. Reid, from Greenock, to be manager. 
District Bank—London, Buckingham Palace Rd.: Mr. T. W. Taylor to be manager. Keswick: 
Mr. G. V. Caunce to be manager. Windermere: Mr. G. H. Patrick, from Keswick, to be manager. 
Lloyds Bank—London, Brook St.: Mr. F. L. P. de Winton, from Head Office, to be manager. 
Banbury: Mr. J. S. W. Owen, from Kendal, to be manager on the retirement of Mr. H. Collier 
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owing to ill-health. Birkenhead, Chaving Cross: Mr. R. W. Anderson, from Lytham, to be 
manager on retirement of Mr. J. R. Armstrong. Brackley: Mr. K. H. Strong, from Warwick, 
to be manager. Cwmbran: Mr. D. M. Evans, from Pontypool, to be manager. Kendal: Mr. 
J. L. Hendry, from Carlisle, to be manager. Ludlow: Mr. W. D. Coates, from Nuneaton, to be 
manager. Marlow: Mr. G. B. Potter, from Reading, to be manager on retirement of Mr. H. T. D. 
Blatchford. Princes Risborough: Mr. K. F. Symons, from Letchworth, to be manager on retire- 
ment of Mr. G. M. Beere. St. Leonards-on-Sea: Mr. F. D. B. Morton, from Ringwood, to be 
manager on retirement of Mr. A. D. Edgar. Wallasey: Mr. W. A. Llewellin to be manager. 
Martins Bank—FEasington Colliery: Mr. W. Taylor, from Gateshead, to be manager. Salisbury: 
Mr. E. MacDougall, from Ashington, to be manager. 

Midland Bank—Mr. J. F. Habbijam, deputy chief general manager, has retired; Mr. J. Fitton, a 
joint general manager, to be an assistant chief general manager and Mr. H. H. Thackstone, an assis- 
tant general manager, to be a joint general manager. London, Beckenham, Beckenham Rd.: Mr. 
D. W. Scott, from Mottingham, to be manager on retirement of Mr. L. C. E. Hedgcombe. 
Blackpool, Talbot Sq.: Mr. F. Collins, from Warrington, to be manager on retirement of Mr. H. W. 
Sims. Bodmin: Mr. A. E. Fursey to be manager. Broadstairs: Mr. W. J. Wallace to be manager 
on retirement of Mr. J. W. Greenup. Cleveleys: Mr. K. Gibson, from Manchester, to be manager. 
Fleetwood: Mr. W. H. Robson, from Cleveleys, to be manager. Newport, Isle of Wight: Mr. S. 
Wadsworth, from Bodmin, to be manager on retirement of Mr. W. A. M. Leigh. Pevensey: 
Mr. J. E. Doughty, from Hastings, to be manager on retirement of Mr. A.S. Taylor. Warrington: 
Mr. E. M. Cowan, from Fleetwood, to be manager. 

National Provincial Bank—-London—wNeasden: Mr. F. H. W. Wickenden, from Cheapside, to 
be manager; Platt’s Lane Corner: Mr. W. E. Misselbrook, from Camden Town, to be manager; 
Wood Green: Mr. A. R. Carrie, from Neasden, to be manager on retirement of Mr. E. Berry. 
Cefn Mawr: Mr. G. D. Jones to be manager. Conway: Mr. T. J. Downing, from Cowbridge, 
to be manager on retirement of Mr. J. Parry. Corwen: Mr. A. O. Humphreys, from Ross-on- 
Wye, to be manager on retirement of Mr. T. E. Powell. Cowbridge: Mr. E. M. Jones, from 
Brecon, to be manager. Farnborough, Hants.: Mr. P. M. Walshaw, from Southampton, to be 
manager. Kirkley, Lowestoft: Mr. H. Roberts to be manager on retirement of Mr. W. R. Farrow. 
Lymington: Mr. W. H. Irish, from Westcliff-on-Sea, to be manager. Newcastle upon Tyne, North- 
umberland St.: Mr. R. E. Gaunt to be manager on retirement of Mr. A. L. Hall. Sutton-in- 
Ashfield: Mr. H. R. Chatterton, from Newcastle upon Tyne, to be manager. Wokingham: Mr. 
K. B. Haig, from Lymington, to be manager. 

Royal Bank of Scotland— Dunoon: Mr. J. W. Irvine to be manager. Greenock: Mr. D. Scott, 
from Dunoon, to be manager on retirement of Mr. A. Dunlop. Helensburgh: Mr. J]. C. Elliot, 
from Leven, to be manager on retirement of Mr. R. Stanton. Musselhurgh: Mr. W. Caird to 
be manager in succession to the late Mr. M. D. Reid. 

Westminster Bank—London—Head Office: Mr. W. W. Reinholdt, from Croydon, to be a 
controller; Bishopsgate: Mr. K. C. Walters, from Chancery Lane and Holborn, to be manager; 
Chancery Lane and Holborn: Mr. R. W. Holder to be manager in succession to the late Mr. N. 5S. 
Pyne; Limehouse: Mr. A. T. Moor, from Bishopsgate, to be manager on retirement of Mr. H. M. 
Phillips; West Hampstead: Mr. I. S. Skinner, from Streatham Hill, to be manager. Azrkby-in- 
Ashfield: Mr. W. L. Saywell, from Leeds, to be manager. Macclesfield: Mr. H. ¥. Walton, from 
Chesterfield, to be manager on retirement of Mr. J. Houghton. Mansfield: Mr. W. G. Smith, 
from West Bridgford, to be manager on retirement of Mr. H. D. Spencer. Sale: Mr. J. Shirley, 
from Salford Docks, to be manager on retirement of Mr. H. Wagstaffe. Salford Docks and 
Weaste: Mr. D. D. Bray, from Manchester, to be manager. Staffovd: Mr. W. A. Hanbury, from 
Earl Shilton, to be manager. West Bridgford: Mr. M. McN. Beattie, from Nottingham, to be 
manager. Whitehaven: Mr. C. P. Law, from Kirkby-in-Ashfield, to be manager on retirement 
of Mr. S. H. Bell. 


ENGLISH TRANSCONTINENTAL 
LTD 
69 Old Broad Street, London, E.C.2 


MERCHANT BANKERS 











Directors : 
SIR IAN R. H. STEWART-RICHARDSON, BT. THE RT. HON. THE EARL OF HARDWICKE 
WALTER STRAUSS R. BITTLESTONE 


Telephone : London Wall 5515 (6 lines) Cables : Engtrans, London 
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r. D. Trend of “ Risk ”’ Assets 

— (Figures in italics show percentages of gross deposits) 

er. Actual {mns. £mns. 
ury : 

Change on Change 
on, a 1951 1954 1955 latest since 
'SSis- Oct. Nov. Sept. Sept. month Oct., 1951 

Mr. Barclays: 
nbe. Advances .. ‘a re 308.5 371.0 362.4 391 8 —27.4 + 23.3 
_W. % os es ei 29.2 29.3 26.5 28.8 
ager Investments oe - 316.4 425.7 513.4 4603.9 — +147.5 
uger. inal Ny a a 25.0 33.6 37-5 34.1 
PS. oyds: 
sey: Advances .. o. é 345.2 351.1 310.6 342.3 —15.9 - 2.9 
ton : % as + 6 30.2 30.7 26.0 29.8 
Investments ee os 279.6 372.2 4360.6 387.5 5.1 +-107.9 
» to . % oa on oe 24.4 32.5 36.5 33-7 
ger: Midland: 
Try. Advances .. oe - 393.3 397.1 377.60 414.4 — 32.3 + 21.1 
dge, % ea ox nis 29.6 30.1 26.9 30.1 
-On- Investments ne os 329.4 433.8 489.8 490.0 — +160.6 
rom _. = oa. - 24.9 32.8 34-9 35.6 
» be National Provincial: 
Ow. Advances .. — - 290.3 298.1 260.3 276.2 —12.2 — I4.!I 
yvth- % . -* -* 35-4 37 +2 30.9 34-3 
-in- Investments ar aS 165.9 230.9 282.8 226.0 — +. 60.1 
Mr. : % - ‘a - 20.2 28.8 33-5 SO 
Westminster: 
ott, Advances .. as we 248.6 249.5 241.3 265.3 -21.4 16.7 
iot, % n. _ “ 31.2 31.6 28.5 32.7 
| to Investments oi - 209.4 263.6 310.4 264.7 — 55-3 
] Yo .. - .- 26.3 33-4 36.7 32.0 
2 a district: 
yer ; Advances .. - - 60.1 62.6 61.6 67.5 5.8 7.4 
_S. y A - ‘a 25.6 26.6 25.7 29.3 
M. Investments - ‘+. 71.5 91.6 97.7 80.4 O.1 8.9 
1n- — yA ‘a én 30.5 38.9 40.7 34-9 
om Martins: 
th. Advances .. “a a 89.6 OI.4 92.3 98.5 6.2 8.9 
ey, » ea - a 29.1 29.3 29.8 33.5 
ind Investments ‘a rs 78.6 102.8 112.6 86.1 Ss 7.5 
om . % . > ; 25.5 33.0 36.4 29.3 
be Eleven Clearing Banks: 
ant Advances .. ee as 1,897.0 1,925.2 1,815.6 [,981.7 123.1 84.7 
‘4 és - 30.0 31.1 27.8 “2 
= Investments bea a 1,555-2 2,032.7 142,3600.5 2,083.9 1.4 528.7 
— % es -} - 25.1 32.9 36.1 32.9 
Trend of Bank Liquidity 
y | 
1951 1952 1953 1954 1955 
Oct.t Nov. Apr. Oct. Aug. Sept. Jan. Mar. Apr. July Aug. Sept. 
Liquid A ssets “a % % % % ‘Yo % % % “0 % “Vo y// 
Barclays -. 40.0 32.8 31.60 35.0 33.6 33.5 34.3 28.8 30.4 32.2 33.3 34.7 
Lloyds -. 40.0 32.5 33.3 36.9 34.2 34:6 35.28 38.3 92.0 98.6 32.6 23.2 
Midland -» 40.2 32.8 32.2 38.3 34.2 35-7 35.4 30.1 20.9 29.6 29.5 31.9 
National Prov. 209.4 390.6 33.8 87.2 34:7 33.4. 3.3. 32:79 33.3 33.7 Dc? 2.8 
Westminster 36.7 30.4 30.9 37.60 32.3 32.1 32.6 29.7 29.5 29.1 30.I 32.0 
District ->+ B.C Bis 20.9 2957 9:13 BES B2.9 3048 88.7 98.8 Bs 2.9 ‘ 
peo ail 99.5 23.2 234.3 223.6 323.6 20.5 9.9 236.5 2.2 32.7 232.7 34.6 
f Jlearing 
a Banks .. 39.0 32.0 31.6 36.6 33.5 33.7 34.4 31.3 29.9 31.3 32.0 33.5 
* Cash, call money and bills. + Eve of “‘ new”’ monetary policy. 
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Banking Trends over Thirty Years* 
‘“‘ Risk ”’ Assets 


Combined 





Liquid Assets 





Net Invest- 

Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. {mn. % {mn. £mn. % 
1921 2° 1,759 680 38 —-- 325 833 64 
1922 1,727 658 37 _ 391 750 64 
1923 1,628 581 35 _ 356 761 67 
1924 1,618 545 33 — 341 808 69 
1925 1,610 539 32 = 286 856 69 
1926 1,615 532 32 —- 265 892 70 
1927 1,661 553 32 _— 254 928 69 
1928 1,711 584 33 ~- 254 948 68 
1929 1,745 568 32 _— 257 991 69 
1930 1,751 596 33 — 258 963 68 
1931 1,715 560 32 — 301 919 690 
1932 1,748 O1I 34 - 348 844 67 
1933 1,909 668 34 - 537 759 66 
1934 1,534 570 31 _ 560 753 7° 
1935 1,951 623 31 -— 615 769 60 
1936 2,088 692 32 - 614 839 68 
1936 2,160 713 2 - 643 865 68 
1937 2,225 683 30 - 6052 954 7O 
1938 2,218 672 30 - 637 976 71 
1939 2,181 645 29 ~— 608 9gI 71 
1940 2,419 785 31 73 666 955 65 
1941 2,863 676 2: 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
1943 3,554 723 20 1,002 1,147 747 3- 
1944 4,022 788 19 1,387 1,165 750 46 
1945 4,551 886 19 1,811 1,150 768 41 
1946 4,932 1,280 25 1,492 1,345 888 44 
1947 5,403 1,646 29 1,308 1,474 1,107 46 
1948 5,713 1,703 29 1,234 1,479 1,320 47 
1949 5.772 1,920 32 983 1,505 1,440 40 
1950 5,311 2,345 39 430 1,505 1,603 52 
I95I 5,931 2,308 38 247 1,624 1,822 50 
1952 5,850 2,097 34 — 1,983 1,838 62 
1953 6,024 2,201 35 - 2,163 1,731 62 
1954 6,239 2,190 34 2,321 1,804 64 
IQ5I: 

Oct. f 5,981 2,423 39.1 177 1,555 1,897 55+7 

Nov.t 5,973 1,981 32.0 108 2,033 1,925 64.0 
1954: 

Sept. 6,300 20 33-7 300 1,816 63.9 
1955: 

July 6,159 2,008 31.3 2,098 2,135 66.1 

Aug. 6,406 2,052 32.0 » O82 2,105 65.4 

Sept. 6,105 2,125 33-5 2,084 1,982 64.1 


* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the “‘new’”’ monetary 
policy and the first special funding operation. 





Floating Debt 





Oct. 23, Sept. 24, Sept. 30, Oct. 8, Oct. 15, Oct. 2 
1954 1955 1955 1955 1955 1955 
Ways and Means Advances: fm. sm. sm. fm. fm. £m. 
Bank of England id 2.3 --- 
Public Departments cs 307.9 263.4 258.4 260.1 272.3 272.3 
Treasury Bills: 
Tender me - 3410.0 3450.0 3490.0 3480.0 3470.0 3440.0 
Tap a - os 1544.0 2000.0 2008 . 3 2025.9 1810.2 1868.5 
5261.9 5743-4 5759.7 5766.0 5554-8 5580.7 
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National Savings 
(£ millions) 
Change 
in Total Total 
Savings Total Accrued Defence Remain- Remain- 
Banks Small Interest Bond ing ing 
(net) (net) Maturity Invested* Invested 
1948-49 .. ; +39.8 +26. 102. —52.1 +59.5 6101.9 
1949-50 .. . — 29. - 71. : - 0.9 +24.2 6126.7 
1950-51 .. 5. , — 64. — 9o. 95. — + 4.1 6130. 
1951-52 .. . . — 9o. — 85. , —42.6 — 36.5 6094. 
1952-53 .- . : —I3I. —I22. . —45-5 — 73.4 6020. 
1953-54 -- ‘ — 79. — 60. ; —38.4 —12.2 6008. 
1954-55 -- + 50. — 35.5 + 89.5: , 16.0 +120.8 6126. 
1954-55 | 
April-Aug. + 4.: + 8. 6. — 23. 35.4 —13.0 —- 4.0 6002. 
September + I. 3. +- 5.1 + 9.1 .9 — 2.5 +-14.0 6016. 
1955-50 
April-Aug. +12.9 + 5.9 38.2 —- 19.4 34.0 —- 6.6 + 9.0 6134.0 
September —- 0.3 — 1.4 oo. -— 5 5.8 — 3.4 = 6134.0 
* After taking account of net sales through the Post Office Savings Banks of Government 
securities other than defence bonds. 


Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 


Net Gold and Dollar 
Surplus (+) or Deficit (-) Financed by: 





Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change of Period 
Quarters E.P.U.* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1946 — 908 — +1123 + 220 2696 
1947 ¥ - — 4131 — +3513 — 618 2079 
1948 i * —1710 682 + 805 — 223 1856 
1949 i is — 1532 1196 + 168 — 168 1688 
1950 tis ¢ :- +7 + 805 762 + 45 +1612 3300 
1951 - ke 2 — 988 199 176 965 2335 
1952 <a - 27 — 736 428 - 181 489 1846 
1953 A - 43: + 546 307 181 672 2518 
1954 | 492 152 400 244 2762 


1954: 

I - mo 4s + 107 60 167 2685 
II - -» + - 314 18 332 3017 
III e poo + 60 35 116 2901 
IV < - | ‘ 39 139 2762 





1955: 

I “ - — 143 49 a 2667 
April.. e. -. + FE: - II + 17 2686 
May .. ee - —- 49 2686 
June.. “ ai : — 28 2680 


ee — 5 | 2680 


July . ‘; ro = ae — 130 — 140 136 2544 
August ‘% - 30 — 55 OI _ —- 87 2457 
September .. - - 59 =. $5 » B84 — I12 2345 

* Portion of monthly deficit or surplus settled in gold (in month following each accounting 
period). 

+ Comprising a “‘ repurchase ”’ of sterling from the International Monetary Fund in August; 
the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952, 
1953 and 1954. The special credits comprised $4,909 millions from U.S. and Canadian credits in 
1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 
gold loan of 1948. The quarterly instalments of $8 millions made on the Canadian wartime 
loan are not deducted from the net surplus or deficit. 
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